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Court of Appeals of the District of Columbia 


No. 5858. 

Al worth-Washburn Company, Appellant, 

vs. 

David Burnet, Commissioner of Internal Revenue. 


1 Docket No. 45651. 

Alworth-Washburn Co. 


Commissioner of Int. Rev. j 

i 

j 

For Taxpayer: Frank W. Wilson, C. If. A.; Paul E. 
Shorb, Esq.; A. C. Washburn, Esq. j 

For Commissioner: A. H. Fast, Esq. 

Docket Entries . 

1929. 

Sept. 9. Petition received and filed. Taxpayer notified. 
Fee paid. 

“ 10. Copy of petition served on General Counsel. 

Oct. 24. Answer filed by G. C. j 

Nov. 1. Copy of answer served on taxpayer—General 
Calendar. 

1930. ! 

Aug. 26. Hearing set Nov. 13,1930. j 

Oct. 8. Notice of appearance of Paul E. Shorb as counsel 
for taxpayer filed. 

“ 8. Motion to transfer to the Minneapolis, Minn. Cir¬ 

cuit Cal. filed by taxpayer. 

“ 11. Motion granted. j 

1—5858a ! 
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1931. 

June 23. Hearing set July 13, 1931, St. Paul, Minn. 

July 14. Hearing had before W. C. Lansdon, Div. 8, on the 
merits. 

Submitted. Briefs due in 60 days. 

“ 31. Transcript of hearing July 14, 1931 filed. 

Sept. 4. Brief filed by G. C. 

“ 8. Brief filed by taxpayer. 

1932. 

Jan. 12. Opinion rendered, W. C. Lansdon, Div. 8. Deci¬ 
sion will be entered for the respondent. 

“ 14. Decision entered, W. C. Lansdon, Div. 8. 

June 30. Stipulation of venue filed. 

July 1. Motion to fix amount of bond at a sum not in ex¬ 
cess of $15,000.00 filed by taxpayer. (2.) 

“ 2. Motion denied. 

“ 12. Supersedeas bond for $26,000.00 approved and 

ordered filed. 

“ 13. Petition for review to Court of Appeals of D. C. 

with assignments of error filed by taxpayer. 

“ 13. Proof of service filed. 

Aug. 26. Motion for extension to 11-13-32 to prepare evi¬ 
dence and transmit record filed by taxpayer. 

“ 26. Order enlarging time to Nov. 14, 1932 for prepa¬ 

ration and delivery of record entered. 

Oct. 28. Praecipe filed. 

‘ 1 28. Proof of service filed. 

“ 28. Agreed statement of evidence lodged. 

u 29. Agreed statement of evidence approved & ordered 
filed. 

2 [Stamp:] United States Board of Tax Appeals. 

Filed Sep. 9, 1929. 

Sept. 9, 1929. 

United States Board of Tax Appeals. 

Docket No. 45651. 

Al worth-Washburn Company, Petitioner, 

v. 

Commissioner of Internal Revenue, Respondent. 

Petition. 

The above named taxpayer hereby enters its appeal from 
the determination of the Commissioner of Internal Revenue 
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| 

as set forth in his deficiency letter IT :AR :C-7-CEO-60D 
dated July 11, 1929, and as a basis of its appeal sets forth 
the following: 

1. The taxpayer is a Minnesota Corporation with its 
principal office at Duluth, Minnesota. 

2. The deficiency letter (copy of which is attached and 
marked “Exhibit A”) was mailed to the taxpayer on July 
11,1929. 

7 I 

3. The taxes in controversy are income ta^es for the cal¬ 
endar year 1927 and for $19,005.60. 

4. The determination of taxes contained iii said deficiency 
letter is based upon the following error: 

Inclusion in the income of taxpayer of an alleged 6 ‘ profit 
on sale of notes’’ of the sum of $140,782.20.1 

5. The facts upon which the petitioner relies as a basis 
of its appeal are as follows: 

During the year 1926 the taxpayer made a sale on the in¬ 
stallment basis of all of its assets, receiving therefor a small 
amount in cash (less than one-fourth the sale price) and a 
number of notes due annually thereafter. The taxpayer re¬ 
ported the transaction in 1926 as an installijaent sale under 
the provisions of Section 212 (d) of the Revenue Act of 

1926 and Article 45 of Regulations 69. "the installment 
notes which the taxpayer received for its property were 
made payable to the order of the taxpayer and were signed 
by the purchaser. During the year 1927 the taxpayer, 
solely upon the strength of its own endorsement of said 
notes and by reason of the personal standing and integrity 
of its officers and stockholders, were able tjo discount, and 
did discount, with full recourse upon itself, in case of non¬ 
payment, all of said notes. The taxpayer did not ‘‘sell” or 
‘ ‘dispose” of said notes, but simply discounted them, or, in 
every practical sense, borrowed money op them. There 
were no “payments actually received” during the year 

1927 by the taxpayer upon these discounted notes. Conse¬ 
quently, respondent’s inclusion of the sum df $140,782.20 of 
profit on the “sale” of notes is erroneou^ because there 
was no sale of anv notes. Likewise his determination that 

petitioner earned a profit during the year 1927 through 
3 its handling of said notes is not supported by the lan¬ 
guage of Section 212 (d) of the Revehue Act of 1926 
which prescribes that, under circumstances similar to these, 
the taxpayer may “return as income * * * in any tax- 
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able year the proportion of the installment payments actu¬ 
ally received in that year which the total profit realized or to 
be realized when the payment is completed, bears to the 
total contract price”, because there were no “payments 
actually received” by petitioner during the year 1927 upon 
said discounted notes. Petitioner has elected to report this 
transaction as an installment sale, which is its privelege 
under the law, and did during the year 1927, and has every 
year since, reported the proportionate profit upon payments 
actually received in each year and has paid income tax 
thereon and will continue to do so until all payments have 
been actually received, so that respondent will collect the 
full amount of tax due upon the profit in said transaction 
from time to time as such taxes become due under the Reve¬ 
nue Acts. 

Wherefore the petitioner prays that this Board may hear 
the proceeding and find that respondent has erred in his in¬ 
clusion of $140,782.20 in the income of petitioner for the 
vear 1927 as “profit on sale of notes.” 

FRANK W. WILSON, 
FRANK W. WILSON, 
Counsel for Petitioner. 

514-517 Providence Building, Duluth, Minnesota. 

State of Minnesota, 

County of St. Louis, ss: 

J. L. Washburn, being duly sworn, says that he is Presi¬ 
dent of Alworth-Washburn Company the taxpayer named 
in the foregoing Petition, and as President is duly author¬ 
ized to verify the foregoing Petition; that he has read said 
Petition and is familiar with the statements therein con¬ 
tained, and that the facts therein stated are true, except 
such facts as are stated to be upon information and belief, 
and those facts he believes to be true. 

J. L. WASHBURN. 

Subscribed and sworn to before me this 6th day of Sep¬ 
tember, 1929. 

[Notarial Seal, St. Louis Co., Minn.] 

A. J. NOLAN, 
Notary Public. 

A. J. Nolan, Notary Public, St. Louis Co., Minn. My 
commission expires Jan. 30, 1935. 
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. 

4 “Exhibit A.” 

i 
! 

IT :AR :C-7. CEO-60D. 

July 11, 1929. 

Alworth-Washburn Company, 

1600 A1 worth Building, 

Duluth, Minnesota. 

Sirs: | 

In accordance with Section 274 of the Revenue Act of 
1926, you are advised that the determination of your tax 
liability for the years 1927 discloses a deficiency of $19,- 
005.60, as shown in the statement attached. 

The section of the law above mentioned allows you to 
petition the United States Board of Tax Appeals within 
sixty days (not counting Sunday as the sixtieth day) from 
the date of the mailing of this letter for a ^determination 
of your tax liability. 

However, if you do not desire to petitioh, you are re¬ 
quested to execute the inclosed Form 866 anc( forward both 
original and duplicate to the Commissioner of Internal 
Revenue, Washington, D. C., for the attention of IT:C:P-7. 
The signing of this agreement form will expedite the closing 
of your return by permitting an early assessment of any 
deficiencies and preventing the accumulation of interest 
charges, since the interest period terminates thirty days 
after filing the agreement form, or on the d^te assessment 
is made, whichever is earlier; whereas if no agreement is 
filed, interest will accumulate to the date of jassessment of 
the deficiencies. 

Respectfully, 

ROB’T H. ftUCAS, 

Commissioner. 

(Signed) C. B. ALLJ3N, 

Deputy Commissioner. 


Copy. 
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5 Statement. 

IT :AR :C-7. CEO-60D. 

In re Alworth-Washburn Company, 1600 Alworth Build¬ 
ing, Duluth, Minnesota. 

Tax liability. 


Corrected Tax previously 

Year. tax liability. assessed. Deficiency. 

1927. $25,671.18 $6,665.58 $19,005.60 


Reference is made to the report of the Internal Revenue 
Agent in Charge at St. Paul, Minnesota, covering your 
income tax liability for 1927 and to your protest filed. 

Under date of May 25, 1929, this office advised you of 
its approval of the revenue Agent ’s report and the reasons 
therefor with respect .to the contested adjustment of in¬ 
cluding in income the profit derived from the disposition 
of notes accepted by you in payment of certain of your 
assets. , 

In a letter to this office dated June 15, 1929, your agent, 
Mr. Frank W. Wilson of your city, while protesting the 
action of this office, has submitted no new evidence and 
states that a conference is not desired. Under those cir¬ 
cumstances the decision contained in office letter of May 
25, 1929, is reaffirmed. 


Net income reported on return. $49,374.67 

Add: 1. Profit on sale of notes. 140,782.20 

Net income as adjusted. $190,156.87 


Explanation of Adjustment. 

1. Taxable income under Article 31, Regulations 69. See 
prefatory comment. 

Computation of Tax. 

Net income as adjusted, subject to tax at 13%% $190,156.87 


Tax liability . 25,671.18 

Tax previously assessed .. 6,665.58 

Deficiency . $19,005.60 
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6 [Stamp:] United States Board of Tfax Appeals. 

Filed Oct. 24, 1929. 

United States Board of Tax Appeals. 

Docket No. 45651. 

Alworth-Washburn Company, Petitioner, 

V ! 

Commissioner of Internal Revenue, Respondent. 

j 

Answer . 

The Commissioner of Internal Revenue, by his attorney, 
C. M. Charest, General Counsel, Bureau of Internal Reve¬ 
nue, for answer to the petition of the abovC-named tax¬ 
payer, admits and denies as follows: 

1, 2 and 3. Admits the allegations contained in Para¬ 
graphs 1, 2 and 3 of the petition. 

4. Denies that he erred in determining the tax set forth 
in said notice of deficiency and further denies that he erred 
as alleged in Paragraph 4 of the petition. 

5. Denies any knowledge or information sufficient to form 
a belief as to the truth of the allegations contained in Para¬ 
graph 5 of the petition and therefore denies the same. 

6. Denies generally and specifically each ai^d every alle¬ 
gation contained in taxpayer’s petition not hereinbefore ad¬ 
mitted, qualified or denied. 

Wherefore, it is prayed that the taxpayers appeal be 
denied. 

(Signed) C. M. CHAREST, 

C. M. CHAREST, 

General Counsel, 
Bureau of Internet Revenue . 

Of Counsel: j 

L. A. LUCE, 

Special Attorney , 

Bureau of Internal Revenue . 

k 10-21-29. 

7 A true copy. Teste: j 

[Seal U. S. Board of Tax Appeals.] 

B. D. GAMBLE, 

' i 

Clerk Z7. S. Board of Tax Appeals. 
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25 B. T. A., — 

United States Board of Tax Appeals. 
Docket No. 45651. 

Al worth-Washburn Company, Petitioner, 


v. 

Commissioner of Internal Revenue, Respondent. 

Promulgated January 12,1932. 

Where a corporation sells a group of installment notes, 
representing the unpaid portions of the purchase price of 
lands sold by it in a prior year, by blank endorsement to a 
bank; the amount received by it in said transaction, to the 
extent that it represents i profits realized from the sale of 
the lands, is reportable as a part of its gross income for the 
year. 

Frank W. Wilson, C. P. A. and A. C. Washburn, Esq., for 
the petitioner. 

A. H. Fast, Esq., for the respondent. 

Opinion. 

Lansdon : 

The respondent has asserted a deficiency in income tax 
for the year 1927 in the amount of $19,005.60. The petitioner 
is a Minnesota corporation with principal office at Duluth. 
It was organized in 1907, for the purpose of acquiring and 
selling for profit timber lands in the state of Oregon. In 
1926 it sold to the Brooks-Scanlon Lumber Company, a cor¬ 
poration, some 12,440 acres, “more or less’’ of timber lands, 
for the contract price of $590,900, payable $100,000 in cash 
at the time of sale and the balance in five equal annual in¬ 
stallments of $98,180, payable successively on May 1st of 
each year thereafter following. These installments were 
evidenced by five groups of promissory notes drawing 6 per 
cent interest, and executed in the name of the purchasing 
corporation in favor of the petitioner. Later, the gross 
price was adjusted by the parties to $588,838, and the 1926 
payments to $121,118.02. This reduced the May 1,1927 pay- 
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! 

ment to $75,000, but left the remaining four install- 

8 ments as hereinabove stated. In its iiicome tax re¬ 
turn for 1926, the petitioner elected to report the 

taxable profit realized from the sale of these l&nds upon the 
installment basis, and reported $121,118.02 as cash received 
upon such purchase price in that year. This return was 
accepted by the Commissioner of Internal Revenue and tax 
liability settled in conformity therewith. 

On May 1, 1927, the petitioner collected $75,000 on the 
notes then due. On December 6th, following, it discounted 
the remainder of the installment notes by blank indorse¬ 
ment to the First National Bank of Minneapolis and re¬ 
ceived $403,882.97 in cash therefor. This afiiount, less a 
small portion retained for expenses and tax liabilities, was 
immediately distributed to petitioner’s stockholders and 
credited in its books as “advances to stockholders.” In its 
income tax return for 1927, the petitioner reported the 
single installment of $75,000 as the only cash received from 
the sale of its lands in that year and deferred reporting 
the price received for the remainder of the installment notes 
to their respective maturity years. As the!notes became 
due they were paid by the Brooks-Scanlon Lumber Com¬ 
pany, maker. 

The respondent has held that the installment sale of tlie 
petitioner’s lands became a closed transaction on December 
6, 1927, when it discounted the notes received in payment 
to the Minneapolis Bank; and, that in virtue thereof, its 
entire gain was then realized and taxable. The petitioner 
concedes the respondent’s computation of gain, but con¬ 
tends that, for income tax purposes, it should be spread 
over the years in which the installment notek became due; 
that in virtue of its indorsement of ttye notes, it in- 

9 curred a continuing liability to the bank which 
ratably deferred its realization of gain until that lia¬ 
bility was finally extinguished by their payment. Such a 
situation, the petitioner contends, makes its relationship 
with the bank that of a borrower, and the proceeds received 
a loan which was discharged ratably in the subsequent years 
of their payment and that it is entitled to continue reporting 
its income from sale of its timber land on the installment 
sale basis. 


2—585 8a 
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The issue and material facts here are on all fours with 
those considered by us in Gra^e T. Mytinger, 4 B. T. A. 896 
and Packard Cleveland Motor Co., 14 B. T. A. 118, in each 
of which we held contrary to the contentions of the peti¬ 
tioner. In our opinion such decisions are controlling here. 
Cf. Lucius H. Elmer, 22 B. T. A. 224. The facts in the in¬ 
stant proceeding, however, are even more strongly against 
the theorv advanced bv the petitioner than in the cases 

V V 1 

cited, since its own evidence discloses that the parties con¬ 
cerned treated the discounting of the notes as a sale and 

not a loan. In this connection we need onlv to refer to the 

* 

minutes of the directors’ meeting where the transaction 
was discussed and the “sale” ratified, and to the fact that 
the proceeds received from the bank were immediately 
distributed to the stockholders. The testimony of an offi¬ 
cial of the discounting bank negatives any theory or under¬ 
standing that the amount paid for these notes was treated 
as a loan to petitioner. He admitted, under cross examina¬ 
tion, that at no time was there an existing debt or obliga¬ 
tion which the petitioner could “pay off” and get these 
notes back; that (quoting his exact words) “We were under 
no obligation to return the notes to them and accept money 
before maturity” * *, * “They are our notes, if we 
discounted them”. The petitioner’s attempts to show 
through bookkeeping entries a contrary intent, does 

10 not change the true character of the transaction con¬ 
sidered. Bookkeeping entries cannot prevail over 

facts. Boyle v. Mitchell Bros. Co., 247 U. S. 179; Chicago, 
Rack Island & Pacific Railway Co., 13 B. T. A. 988; Kansas 
City Southern Railway Co., 16 B. T. A. 665; Terminal Rail¬ 
way Association, 17 B. T. A. 1135. 

Decision will he entered for the respondent. 

11 United States Board of Tax Appeals, Washington. 

Docket No. 45651. 

Alworth-Washburn Company, Petitioner, 

v. 

Commissioner of Internal Revenue, Respondent. 

Decision. 

Pursuant to the determination of the Board, as set forth 
in its report promulgated January 12, 1932, it is 
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Ordered and decided that there is a deficiency of 
$19,005.60 for the year 1927. 

Enter. 

(Signed) W. C. LANjSDON, 

Member. 

Entered J an. 14,1932. | 

A true copy. Teste: | 

[Seal U. S. Board of Tax Appeals.] j 

B. D. GAMBLE, 

Clerk U. S. Board of Tdx Appeals. 

12 [Stamp:] United States Board of Tax Appeals. 
Filed Jun. 30, 1932. 

I 

| 

United States Board of Tax Appeals. 

Docket No. 45651. 

Alworth-Washburn Company, Petitioner, 

v. 

Commissioner of Internal Revenue, Respondent. 

I 

Agreement for Review by the Court of Appeals of the 

District of Columbia. 

It is stipulated and agreed between the parties to these 
proceedings by their respective undersigned Attorneys, that 
pursuant to the provisions of Section 10ti2 (d) of the 
Revenue Act of 1926, the decision of the United States 
Board of Tax Appeals in the above described proceedings 
may be reviewed by the Court of Appeals of the District of 
Columbia. 

PAUL E. SHORB, 

PAUL E. SHORB, j 
701 Union Trust Building, 

Washington, D. C., 
Counsel fof Petitioner. 

C. M. CHAREST, 

C. M. CHAREST, 

General Counsel, 

Bureau of Internal Revenue, 

Counsel for Respondent. 
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13 [Stamp:] United States Board of Tax Appeals. 

Filed Jul. 13,1932. 

United States Board of Tax Appeals. 

Docket No. 45651. 

Alworth-Washburn Company, Petitioner, 

v. 

Commissioner of Internal Revenue, Respondent. 

Petition for Review of Decision by the United States Board 
of Tax Appeals by the Court of Appeals of the District of 
Columbia. 

Tlie above-named petitioner, Alworth-Washburn Com¬ 
pany, is aggrieved by decision of the United States Board 
of Tax Appeals rendered against it on January 14, 1932, in 
the case of Ahvorth-Washburn Company v. Commissioner 
of Internal Revenue, No. 45651, on the docket of the Board, 
and respectfully submits its Petition for Review thereof 
by the Court of Appeals of the District of Columbia, pur¬ 
suant to a stipulation entered into by the parties under the 
provisions of Section 1002 (d), Revenue Act of 1926, 44 
Stat. 110, that review shall be by said Court, which stipu¬ 
lation was filed with the Clerk of said Board of Tax Appeals. 
For cause, the petitioner respectfully shows as follows: 

14 Statement of Nature of the Controversy. 

1. Petitioner is a Minnesota corporation with principal 
office at Duluth, Minnesota. On July 11, 1929, the respond¬ 
ent, Commissioner of Internal Revenue, determined a de¬ 
ficiency in income taxes against the petitioner for the calen¬ 
dar year 1927 in the amount of $19,005.60. On September 
9, 1929, the petitioner filed with the United States Board 
of Tax Appeals its petition for redetermination of said de¬ 
ficiency. The respondent thereafter duly filed his answer 
to petitioner’s petition. 

2. The sole question in controversy before the Board of 
Tax Appeals was whether petitioner, by discounting certain 
installment notes in 1927 which it had received prior thereto, 
thereby forfeited the right to report the income reflected in 
said notes in later years. ! The petitioner was organized in 
1907 for the purpose of acquiring timber and then holding 
said timber en-bloc for the purpose of sale rather than for 
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operation. In 1926 the petitioner made a $ale on the in¬ 
stallment plan of all of its capital assets to the Brooks- 
Scanlon Lumber Company for $588,838.02, petitioner receiv¬ 
ing cash and notes of the Brooks-Scanlon Lumber Com¬ 
pany. The profit from said sale was reported on the in¬ 
stallment basis in petitioner’s tax return for! the year 1926, 
and the respondent agreed that petitioner^ correctly re¬ 
ported the income from said sale on the installment basis. 
No dispute exists as to the total amount of profit re- 

15 suiting from the sale of said timber. 

During 1927 petitioner discounted the installment 
notes due in 1928,1929,1930 and 1931 receive^! from Brooks- 
Scanlon Lumber Company, with the First National Bank of 
Minneapolis endorsing said notes with unqualified endorse¬ 
ments, thereby guaranteeing payment at maturity. After 
it had discounted its installment notes receivable, petitioner 
continued to report the profit from the sale jof said timber 
to Brooks-Scanlon Lumber Company on the installment 
basis and continued its corporate existence for that reason 
and because of its liability as endorser on said discounted 
notes. Petitioner has reported on the installment basis all 
the profit represented in said notes and paid taxes thereon. 
During the years 1928, 1929, 1930 and 1931, petitioner’s 
only material income consisted of such instillment income 
as it realized upon actual payment of said installment notes 
receivable as they became due throughout said years. Dur¬ 
ing said years petitioner incurred certain corporate ex¬ 
penses, consisting of license fees payable to j certain states, 
audit expenses, and miscellaneous expenses, j 
The Commissioner of Internal Revenue h^ld that the in¬ 
stallment sale of petitioner’s timber became ja closed trans¬ 
action on December 6, 1927, when petitioner idiscounted the 
Brooks-Scanlon Lumber Company notes with the First Na¬ 
tional Bank of Minneapolis, and that its entire gain was 
then realized and taxable. The petitioner, on the con- 

16 trary, contended that discounting of skid installment 
notes in 1927 did not forfeit petitioner’s right to re¬ 
port profit reflected in said notes, in later ^ears when ac¬ 
tually paid, and that petitioner correctly jreported said 
profit in the years 1928 to 1931, inclusive. j 

3. Under date of January 12,1932, the Board of Tax Ap¬ 
peals promulgated its opinion, reported at 25 B. T. A. 140. 
The Board held that petitioner sold said Brooks-Scanlon 
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Lumber Company notes to the First National Bank of Min¬ 
neapolis in 1927 and the profit represented in said notes 
constituted taxable income in said year. Thereafter, on 
January 14, 1932, the Board entered its formal decision 
redetermining the deficiency to be $19,005.60, the same 
amount as proposed by respondent. 

Assignments of Error. 

The petitioner believes and avers that errors were com¬ 
mitted by the Board to its damage and prejudice as follows: 

1. In entering judgment for respondent. 

2. In failing to enter judgment for petitioner. 

3. In redetermining the deficiency as $19,005.60 for the 

year 1927. 

17 4. In holding and deciding that the discounting of 
notes constitutes a sale of notes instead of a loan by 

the discounting bank. 

5. In holding and deciding that the installment sale of 
petitioner’s timber became a closed transaction on Decem¬ 
ber 6, 1927, when petitioner discounted the Brooks-Scanlon 
Lumber Company notes with the First National Bank of 
Minneapolis. 

6. In holding and deciding that the taxable profit on the 
sale of petitioner’s timber to Brooks-Scanlon Lumber Com¬ 
pany could be determined in the year 1927. 

7. In holding and deciding that petitioner actually re¬ 
ceived ‘‘payments” when it discounted the Brooks-Scanlon 
Lumber Company notes in 1927. 

8. In failing to hold and decide that proper and approved 
standard methods of accounting did not permit the de¬ 
termination of any profit when petitioner discounted said 
Brooks-Scanlon Lumber Company notes to the First Na¬ 
tional Bank of Minneapolis. 

9. In finding and holding that the petitioner sold the 
Brooks-Scanlon Lumber Company notes to the First Na¬ 
tional Bank of Minneapolis on December 6, 1927, because 
such finding is not supported by and is contrary to the evi¬ 
dence adduced at the hearing before the Board. 

18 10. In finding and holding that the transaction be¬ 
tween petitioner and the First National Bank of 

Minneapolis, to which it endorsed said Brooks-Scanlon 
Lumber Company notes, did not constitute the loan of 
money by said bank to the petitioner with the notes trans- 
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ferred as collateral, because said finding is n^t supported 
by and is contrary to the evidence adduced at the hearing 
before the Board. 

11. In holding and deciding that the petitioner realized 
taxable income in 1927 from its transfer of Brboks-Scanlon 
Lumber Company notes to the First National Bank of 
Minneapolis. 

12. In failing to find and hold that the transaction be¬ 
tween the petitioner and the First National Batik of Minne¬ 
apolis, to which it endorsed the Brooks-Scailon Lumber 
Company notes, constituted the loaning of mpney by said 
bank to the petitioner with the notes transferred as col¬ 
lateral, as was established by the evidence adduced at the 
hearing held before the Board. 

13. In failing to hold and decide that tlie petitioner 
realized no taxable income from its transfer o^ the Brooks- 
Scanlon Lumber Company notes to the First National Bank 
of Minneapolis in 1927. 

14. In failing to hold and decide that the petitioner cor¬ 
rectly reported the profit represented in said Brooks-Scan- 
lon Lumber Company notes in the years subsequent to 1927, 

when said Lumber Company actually paid said notes. 
19 15. Wherefore, your petitioner prays 1 that the de¬ 

cision of the United States Board of ^ax Appeals, 
entered herein against it, be reviewed and reversed by the 
Court of Appeals of the District of Columbia;and that the 
Clerk of the Board of Tax Appeals be directed to transmit 
and deliver to the Clerk of said Court certified copies of all 
the documents necessary and material to the presentation 
and consideration of the foregoing Petition; for Review, 
and as required by the rules of said Court jand statutes 
made and provided; and your petitioner pr^vs for such 
other and further relief as the Court may de^m proper in 
the premises. 

PAUL E. SHORB, 

PAUL E. SHORB, 

M. P. WORMH0UDT, 

M. P. WORMH(j)UDT, 

Attorneys for Petitioner. 

COVINGTON, BURLING & RUBLEE, j 
701 Union Trust Building , 

Washington, D. C., 

Of Counsel. 

' i 


j 
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20 District of Columbia, ss: 

Paul E. Shorb, being duly sworn, says that he is attorney- 
of-record for the petitioner, Alworth-Washburn Company, 
and as such is dulv authorized to verify the above and fore- 
going Petition for Review to the Court of Appeals of the 
District of Columbia; that he has read said Petition for 
Review and is familiar viith the statements therein con¬ 
tained; and that the facts therein stated are true, except 
such facts as may be stated on information and belief, and 
those facts he believes to be true. 

PAUL E. SHORB. 

Subscribed and sworn to before me this 5th dav of June, 
1932. 

[Seal of Pearl M. Hauser, Notary Public, District 

of Columbia.] 

PEARL M. HAUSER, 

Notary Public . 

21 [Stamp:] United States Board of Tax Appeals. 

Lodged Oct. 28,1932. 

[Stamp:] United States Board of Tax Appeals. Filed 
Oct. 29, 1932. 

United States Board of Tax Appeals. 

B. T. A. Docket No. 45651. 

Alworth-Washburn Company, Petitioner, 

vs. 

Commissioner of Internal Revenue, Respondent. 

Statement of Evidence . 

The above cause came on for hearing before the Honor¬ 
able W. C. Lansdon, member of the United States Board 
of Tax Appeals, upon the fourteenth day of July, 1931, at 
St. Paul, Minnesota, there being present the Petitioner by 
its counsel, Frank W. Wilson, C. P. A., and A. C. Wash¬ 
burn, Esquire, and Respondent by his counsel, A. H. Fast, 
Esquire. 
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7 I 

Mrs. Helen McComber, called as a witness by and on be¬ 
half of the Petitioner, after being duly sworii, testified as 
follows: 

(Direct Examination:) 

| 

My home is in Duluth, Minnesota. I have lived there for 
a number of years. I know the Alworth-Washburn Com¬ 
pany, the Petitioner in this case. I am an Officer of that 
company holding the office of Assistant Secretary. I was 
first elected to that office in 1923 and have held that office 
continuously since that time. I am fajmiliar with a 

22 sale or contract for sale which was entered into in 

l 

1926 between the Alworth-Washburn Company and 
the Brooks-Scanlon Lumber Company involving a sale by 
Alworth-Washburn Company of a large block of timber 
land. 

The Petitioner by its counsel, Mr. Wilson, ^hereupon of¬ 
fered in evidence and there was received in evidence with¬ 
out objection as Petitioner’s Exhibit No. 1 copy of the con¬ 
tract entered into in 1926 between the Alworth-Washburn 
Company and the Brooks-Scanlon Lumber Company. Said 
exhibit is attached hereto and incorporated ih and made a 
part of this Statement of Evidence. 

Counsel for Petitioner and Respondent thenlorally agreed 
that by reason of acreage the sales price of $590,900 was 
later on reduced and determined to be $588,838.02. 

Petitioner by its counsel thereupon offered in evidence 
and there was received in evidence without objection as Pe¬ 
titioner’s Exhibit No. 2, one of the serial nbtes taken by 
Petitioner under said contract of sale, Petitioner’s Exhibit 
No. 1. Said exhibit is attached hereto and | incorporated 
in and made a part of this Statement of Evidence. 

Counsel for Petitioner and Respondent agreed that this 
is one of the series of notes received in settlement of the 
transaction between the Alworth-Washburn Company and 
the Brooks-Scanlon Lumber Company, the due! dates and the 
amounts of the notes being set out in the contract (Peti¬ 
tioner’s Exhibit No. 1). j 

23 Petitioner by its counsel offered in evidence certi¬ 
fied copies of Petitioner’s original and amended in¬ 
come tax returns for the year 1926, income tax return for 

3—5858a 
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the year 1928, income* tax return for the year 1929, and 
retained copy of income tax return for the year 1930. Said 
returns were received in evidence without objection as Pe¬ 
titioner’s Exhibits Nos. 3, 4, 5 and 6, respectively. Said 
exhibits are attached hereto, incorporated herein, and made 
a part of this Statement of Evidence. 

There was then otfered and received in evidence as Joint 
Exhibit A-7 copy of Petitioner’s original return for the 
calendar year 1927. Said exhibit is attached hereto, in¬ 
corporated herein, and made a part of this Statement of 
Evidence. 

Counsel for Petitioner and Respondent orally agreed that 
the purpose of the Alworth-Washburn Company in acquir¬ 
ing timber was to hold it en bloc, to sell it rather than to 
operate it, and to make a block sale at the earliest possible 
moment. 

There being no cross-examination of the witness Mc- 
Comber, she was thereupon excused. 

24 Julius S. Pomeroy, called as a witness by and on 
behalf of the Petitioner, after being duly sworn, 
testified as follows: 

(Direct examination:) 

I am and have been for a number of vears Vice-President 

* 

and an active officer of the First National Bank in Minne¬ 
apolis. I have acted in that capacity long before the vear 
1926. 

I have some personal knowledge of the discount in 1927 
of the notes of the Brooks-Scanlon Lumber Company to the 
Alworth-Washburn Company. I have refreshed mv recol¬ 
lection by examining the records of the bank in connection 
with that transaction. The notes I have referred to were 
all similar to the one marked Petitioner’s Exhibit No. 2 
except that they w^ere different maturities. They were in a 
series. 

This card is one of the original records of the bank—it is 
what we call a liability ledger card. This card for this 
particular customer is similar to other cards for each 
respective customer of the bank who was obligated to us 
in any manner. The cards do not differ as the obligation 
differs. They are all alike. This card is for the Alworth- 


19 


DAVID BURNET, COMME. OF INT. REVENUE. 

Washburn Company. I can tell from the card ^hat the date 
of the opening of that account was December 6,1927. That 
date corresponds with the date we discounted these notes 
of the Brooks-Scanlon Lumber Company. That date was 
December 6, 1927. The record shows that wie discounted 
paper aggregating $392,720 for the Alworth-Wash- 

25 burn Company, the paper consisting of notes made 
by the Brooks-Scanlon Lumber Company. If we had 

all of the cards like this in the bank collected together and 
the total added up, it would show bills discounted by the 
First National Bank. In banking parlance this means the 
same thing as loans made. The aggregate of the footings 
on those cards would show the amount of paper that the 
bank had under discount in banking parlance. It would 
show their loans and discounts, that is the tjotal of it on 
their books as loans and discounts. 

Petitioner by its counsel thereupon offered in evidence 
and there was received in evidence as Petitioner’s Exhibit 
No. 8 the card record of the First National Bpnk of Minne¬ 
apolis referred to by the witness. Said exhibit is attached 
hereto, incorporated herein and made a part of this State¬ 
ment of Evidence. 

Beferring again to Petitioner’s Exhibit No. 8, the first 
column has reference to the date on which we discounted 
the notes, being December 6,1927. The next cblumn headed 
“Number” is the number of the note on our journal record; 
these numbers run continuously. The next column is en¬ 
titled “Maker or Endorser”. The purpose of this column 
is that if these notes, for example, were jnotes of the 
Alworth-Washburn Company, and they have ^ome personal 
endorsement or corporate endorsement, that endorser 
would be listed here. If they are notes of another company 
discounted for the Alworth-Washburn Company, then the 
name of the maker appears. There is nothing on 

26 the card to indicate whether the Bhooks-Scanlon 
Lumber Company, whose name is listed in that 

column, is the maker or endorser of the note.! There is on 
the original record but not on the card. The next column is 
the due date of the respective notes and the riext column is 
the date on which it was paid. The next column is the 
amount of each note and the next column entitled “Credit” 
is that wherein we enter the amounts of payment as made. 

i 

l 
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We have a column her6 entitled “Collateral Line”. It 
indicates that there was some collateral in connection with 
the transaction. We would refer to the collateral record to 
see what it was. I have the collateral record here with me. 
This is the collateral record showing that on December 21, 
1927, we received a warranty deed or agreement for sale on 
timber land in connection with this loan. All that hap¬ 
pened was that the deed for this land was placed in escrow. 
The notes were secured by the deed as collateral. 

If the Alworth-Washburn Company instead of offering 
or tendering us these notes for discount had borrowed 
money from us upon their note and had deposited these 
Brooks-Scanlon notes therein as collateral to their loan, the 
record (Petitioner’s Exhibit No. 8) would have been headed 
in the same way but it would simply have been a description 
of that note of Alworth-Washburn Company and we would 
have had in our collateral record like that card a list of the 
Brooks-Scanlon Lumber Company notes. If the notes had 
not been paid the bank would have looked for payment 
to the Alworth-Washburn Company. It would have 
27 made no difference to the bank nor would the bank 
have made any different decision in the acceptance of 
this paper if a loan had been made by the Alworth-Wash¬ 
burn Company, secured by the Brooks-Scanlon notes, that 
is their note with the Brooks-Scanlon notes as securitv. 

w 

So far as the bank was concerned the transaction would be 
identical. 

During this period the bank had a line of credit extended 
to the Brooks-Scanlon Lumber Company. These Brooks- 
Scanlon notes shown upon the card (Petitioner’s Exhibit 
No. 8) were not applied against that line of credit. In 
other words, they would have been permitted their entire 
line of credit in addition to any of their obligations on these 
notes. I do not know whether they did or not. The 
Alworth-Washburn Company did not have any agreement 
or contract with the bank other than that created by the 
endorsement of this paper. 

From time to time upon call of the Examiner the bank 
shows a statement of its assets and liabilities. One of the 
items of assets that always appears is loans and discounts. 
That indicates the amount of money the bank had loaned 
direct to customers and discounted paper for them. It in¬ 
cludes any paper which represents an obligation due the 
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bank. The Alworth-Washburn or these I^rooks-Scanlon 
notes that required endorsement would be included in that 
statement of assets and under that head. If that were 
broken down we would have the same result in it as to 
pertinent portions—this account of Alwbrth-Washburn 
Company, represented by the card which I hold (Peti¬ 
tioner’s Exhibit No. 8) would be one of those com- 

28 ponent parts. 

(Cross-examination:) j 

These notes of the Brooks-Scanlon Company were dis¬ 
counted in our bank by the payee, Alworth-Washburn Com¬ 
pany, in the regular way. Anybody else bringing notes 
that we cared to discount would have been treated in the 
same way. The bankers have a regular way for loans and 
then discounting notes. If we wish to mak£ a direct loan 
instead of rediscounting some paper, the Alworth-Wash¬ 
burn Company would sign a note and we wopld have a note 
evidencing indebtedness of some kind in our bank. In this 
instance, the Alworth-Washburn Company signed no note. 
They endorsed these notes and we discounted them. 

I presume the Alworth-Washburn Company could have 
made arrangements with us to take these notes if agreeable 
to us. We were under no obligation to retujrn the notes to 
them and accept money before maturity they flight 
have concluded a transaction by which they could pay us 
monev and return the notes to them. Thev’ are our notes 

•j _ _ * | 

if we discount them. The Alworth-Washburn Company 
were on these notes as endorsers. 

Q. If the Brooks-Scanlon Lumber Compapv would have 
failed to pay these notes, or if you could not have realized 
the proceeds from the loan, then you would have called 
upon Alworth-Washburn Company as endorser, is that 
correct? A. We would not have done anything with the 
loan. If the Brooks-Scanlon Company had not paid the 
notes we would have notified the Alworth-Washburn Com¬ 
pany and asked them to take them up.j 

29 Q. In that event you would have notified the Al¬ 
worth-Washburn Company? A. Yes. 

(Redirect examination:) 

In the case of any default whatever we would have im¬ 
mediately demanded that the Alworth-Washburn Company 
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pay us for the notes. We would not have proceeded against 
Brooks-Scanlon Company. 

If we had been willing to, and did take these notes from 
A1 worth-Washburn Company without recourse, we would 
have entered the transaction on our books on either Brooks- 
Scanlon Company or Ahvorth-Washburn Company. It 
would have been an entirely different entry from this. In 
that case the amount of indebtedness would have been 
added to other indebtedness of Brooks-Scanlon Company in 
determining whether their line of credit was exhausted 
or not. 

I think I should answer that for the purpose of under¬ 
standing of the Court that we do not purchase notes of 
customers of ours who have lines of credit because anv 
purchase of such paper and putting it on our books is unfair 
to them because it immediately upsets the credit which we 
have at our disposal, so that we do not buy outright paper 
of a customer although we frequently discount it for other 
people. This is a mere matter of policy. We do buy paper 
on the open market from brokers on which there is no re¬ 
course at all upon the sellers of the paper. We look to the 
maker of the note and we call that buying paper in the 
commercial paper market from brokers as distinguished 
from this character of transaction. 

30 If the Alworth-Washburn Company had had a line 
of credit with us, these notes which we discounted in 
1927 would not have been applied against the exhaustion 
of that open unsecured line of credit because it is an obli¬ 
gation of another person that we discounted for them. 
We do not figure that against their direct line. For ex¬ 
ample, we will frequently give a concern a direct line of half 
a million dollars and an indirect line of another half a mil¬ 
lion of paper we discount for them. 

(Witness excused.) 

Counsel for Petitioner and Respondent thereupon agreed 
that the sale in 1926 constituted the remainder of Peti¬ 
tioner’s assets. 

Frank W. Wilson, called as a witness by and on behalf 
of the Petitioner, after being duly sworn, testified as 
follows: 
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i 
! 

(Direct examination:) 

I am an accountant by profession. I havje practiced for 
a considerable number of years and have specialized largely 
in income tax work. I have had charge of | the keeping of 
the books or the supervision of the books of a number of 
corporations whose income tax matters arp more or less 
complicated. I have had charge of or supervision of the 
books of the Alworth-Washburn Company during the year 
here in question. I am familiar with theW books and ac¬ 
counts and how they are carried and their statements made 
out from time to time. 

I have had supervision of the preparation of their 

31 income tax returns during the year 1926 and subse¬ 
quent years. I supervised that work—the men in 

my office did the detail work. I know what other assets, if 
any, remained in the Alworth-Washburn Company after 
the disposal of the timber to the Brooks-Scanlon Company. 
Referring particularly to the Joint Exhibit A-7, the only 
other asset from that involved in these i^otes receivable 
after the sale of 1926 was cash retained in bank, which it 
was estimated was sufficient to care for thb obligations of 
the corporation. The 1927 statement shows cash in bank at 
the end of the year, $51,482.39. These njotes receivable 
which had been discounted were carried a^ assets on the 
corporation’s books even after they had b£en discounted. 
I carried a corresponding liability on the same notes. The 
proceeds of the notes would be recorded in cash-on-hand 
less whatever distributions had been made. 

The company was called on by the bank it did business 
with from year to year to produce financial statements. 
The notes here in question have been carried on the books 
and the bank entries, and income tax returns, and interest 
statements as liabilities throughout down j to the present 
time. They have been carried in the amount of the unpaid 
balances thereon and the corresponding ass^t has been car¬ 
ried on the asset side or notes receivable. 

Subsequent to the year 1927 the average operating ex¬ 
penses of the company totaled about $1500 |per year, made 
up of license fees payable to a state or certain states and 
some expenses in connection with the handling of 

32 this tax matter. We might refer to lit as audit ex¬ 
penses. The company has had some little secretarial 

i 
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costs and possibly some postage and stationery, totalling 
about $15 per year on the average. 

The functions performed by the corporation during these 
years have been to inquire from time to time as to the 
payment of these notes by the makers, to prepare income 
tax returns to the Federal Government, and to prepare 
certain returns to various states which have been required. 
In Oregon they require corporation returns and Minnesota 
has recently had some such requirements. 

When these notes were disposed of the proceeds were 
distributed to the stockholders in the ratio of their stock¬ 
holdings. We retained an amount in cash to meet any 
possible liabilities. The distribution was immediately made 
of the proceeds of these notes which were discounted and 
of all the money belonging to the company, except the 
sum which was considered sufficient to take care of income 
tax obligations and other obligations of the corporation 
owing on the books of the Alworth-Washburn Company. 
As such distributions were charged as advances to stock¬ 
holders and that is also an asset in the books of Alworth- 
Washburn Company which I did not mention a moment 
ago. That appears on the balance sheet in this Joint Ex¬ 
hibit. They charged the amount turned over to the stock¬ 
holders to the stockholders themselves because they would 
have to pay that money back if the makers of these notes 
had defaulted. 

33 Q. So you at all times protected yourself in your 
abilitv to take these notes out from the First Na- 
tional Bank in Minneapolis, if that necessity arose? A. It 
has been my object to keep the corporation in a position 
to take care of its obligations. 

(Cross-examination:) 

Q. Of course, the books were kept under your super¬ 
vision and the bookkeeping entries were made in accord¬ 
ance with your theories of the nature of this transaction? 
A. I determined the entries in every instance except cer¬ 
tain small transactions that did not amount to anything. 

(Witness excused.) 

Counsel for Petitioner and Respondent orally agreed 
that the notes were in each instance all paid on their due 
date. 
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Counsel for Respondent thereupon introduced in evi- | 
dence and there was received in evidence i without objec¬ 
tion as Respondent’s Exhibit B copy of the minutes of 
the directors’ meeting of the Alworth-Washburn Company 
held on December 10, 1927. Said exhibit is Attached hereto, 
incorporated herein, and made a part of this Statement 
of Evidence. 

I 

Thereupon Petitioner and Respondent re|sted their case, 
no other witnesses being called by either j Respondent or 
Petitioner. j 

The Petitioner and the Respondent by their respective 
counsel agree that the Clerk of the United States 
3*4 Board of Tax Appeals shall make photostatic or 
typewritten copies of the aforementioned Petition¬ 
er’s Exhibits Nos. 1, 2, 3, 4, 5, 6 and 8, Jofnt Exhibit A-7 
and Respondent’s Exhibits Nos. — and B, and include 
them in the record of this proceeding. 

The foregoing evidence is all of the material evidence 
adduced at the hearing before the Board of Tax Appeals 
and the same is approved by the undersigned as attorneys 
for the Petitioner, Alworth-Washburn Cotnpany. 

PAUL E. SH0RB, 

PAUL E. SHQRB, 

M. P. WORMHOUDT, 

M. P. WORMHOUDT, 

Attorneys ftyr Petitioner. 


The foregoing evidence is all of the material evidence 
adduced at the hearing before the Board 6f Tax Appeals 
and the same is approved by C. M. Charest^ General Coun¬ 
sel, Bureau of Internal Revenue, as attorney for the Com¬ 
missioner of Internal Revenue. 

C. M. CHAREST, 

C. M. CHAREST, 

General Counsel , 
Bureau of Internal Revenue. 


Approved and ordered filed this day of %932 October 29, 
1932. 


W. C. LANSDON, 

Member U. S. Board of Tax Appeals. 

4—5858 a 
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35 U. S. Board of Tax Appeals, Div. 8. 

Docket 45651. 

Petitioner's Exhibit 1. 

Admitted in Evidence Jun. 14,1931. 

This agreement , made and entered into this first day 
of May, A. D. 1926, by and between Alworth-Washhurn 
Company, a corporation organized under the laws of the 
State of Minnesota, with its principal place of business at 
Duluth, Minnesota, but also duly qualified to do and trans¬ 
act business in the State of Oregon, as party of the first 
part, and Brooks-Scanlon Lumber Company , a corporation 
also organized under the laws of the State of Minnesota, 
and duly qualified to do and transact business in the State 
of Oregon, and having its principal place of business at 
Minneapolis, Minnesota, as party of the second part, 

Witnesseth: 

That the said Alworth-Washburn Company in considera¬ 
tion of the payments to be made by, and the covenants and 
agreements of the said Brooks-Scanlon Lumber Company 
as herein stated, hereby sells and agrees to convey to the 
said Brooks-Scanlon Lumber Company, its successors, or 
assigns, by deed of warranty upon the prompt and full per¬ 
formance by the said Brooks-Scanlon Lumber Company of 
its part of this agreement, the lands and premises 

36 situated in the County of Jefferson and State of Ore¬ 
gon, described on the schedule marked “Schedule 

A” hereto attached and made a part of this agreement, and 
aggregating in all Twelve Thousand Four Hundred Forty 
(12,440) acres more or less, according to Government Sur¬ 
vey, which lands are also designated and colored in red 
upon the map or diagram initialed “J. L. W.” and 
“M. J. S.”, hereto attached and made a part of this 
agreement. 

The said Brooks-Scanlon Lumber Company, in considera¬ 
tion of the premises, hereby agrees to pay to the said Al- 
worth-Washburn Company as and for the purchase price 
of said premises the sum of Five Hundred Ninety Thou- 
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sand Nine Hundred Dollars ($590,900.00), in jnanner and at 1 
the times following, to wit: ] 

One Hundred Thousand Dollars ($100,000.(j)0) cash at the ! 
ensealing of this instrument, the receipt of wjhich is hereby ) 
acknowledged; 

Ninety-eight Thousand One Hundred Eighty Dollars 
($98,180.00) on May 1,1927; j 

Ninety-eight Thousand One Hundred Eighty Dollars 
($98,180.00) on May 1, 1928; j 

Ninety-eight Thousand One Hundred Eighty Dollars 
($98,180.00) on May 1, 1929; I 

Ninety-eight Thousand One Hundred Eighty Dollars 
($98,180.00) on May 1, 1930; ' j 

. Ninety-eight Thousand One Hundred Elighty Dollars 
($98,180.00) on May 1,1931; 

together with interest upon all of said deferred payments 
at the rate of five per cent (5%) per annum, payable 
37 annually, from and after said date, ajl of said obli¬ 
gations being evidenced by the promissory notes of 
the said Brooks-Scanlon Lumber Company; bearing even 
date herewith and payable to the order of the said Alworth- 
Washburn Company at the Northern National Bank of 
Duluth, Minnesota, each and all being payable on or be¬ 
fore maturity, such notes being in such denominations as 
aggregate the above amounts at the maturities above men¬ 
tioned. 

The Alworth-Washburn Company represents and guar¬ 
antees that it has paid all of the taxes levied and assessed 
against said premises for the year 1925, and! that there are 
no prior unpaid taxes upon said premises, and it is agreed 
that all taxes levied, assessed or payable hereafter on said 
premises shall be paid by the said Brooks-Scanlon Lumber 
Company. 

It is mutually understood and agreed that the chief value 
of said lands is in the timber thereon, and that no timber 
shall be cut or removed from said lands or any part thereof 
prior to the full payment of the said purchase price, except 
on the following terms and conditions: Should the Brooks- 

^ • i 

Scanlon Lumber Company desire to cut anjy timber upon 
any of the lands before payment in full of the said pur¬ 
chase price, it shall notify the Alworth-Washt>urn Company 
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in writing in advance of any cutting which it may desire 
to do, specifying the particular subdivision or subdivisions 
of land according to Government descriptions and 

38 not less than one government subdivision at any one 
time, from which it desires to cut timber, and shall 

make payment to apply on the next payment to fall due 
under this contract at the rate of Forty Seven and 50/100 
Dollars ($47.50) per acre for the land included in said sub¬ 
division or subdivisions which it desires to cut, and said 
Brooks-Scanlon Lumber Company shall only enter or be 
entitled to enter upon said descriptions so designated to 
cut the same after such written notification and payment, 
provided however , that such payment shall be waived until 
payments which may have been made in excess of the cash 
payment of One Hundred Thousand Dollars ($100,000.00) 
first specified in this contract shall have been exhausted by 
such cutting or designations for cutting. 

Upon payment of the whole purchase price, the said 
Alworth-Washburn Company shall execute and deliver to 
the said Brooks-Scanlon Lumber Company its good and 
sufficient warranty deed in accordance with the laws of 
the State of Oregon, warranting the title to said premises, 
except as to matters arising by reason of the acts or omis¬ 
sions of the said Brooks-Scanlon Lumber Company subse¬ 
quent to the date of this contract. 

Should default be made in the payment of the said sev¬ 
eral sums of money or any part thereof, or in the payment 
of said interest or taxes or any part thereof, or in any of 
the covenants herein to be by the said Brooks-Scanlon Lum¬ 
ber Company kept or performed, then this agree- 

39 ment shall be void at the election of the said Alworth- 
Washburn Company, but not otherwise, and the 

moneys paid thereunder shall be retained as damages for 
the non-fulfillment of this contract, and in case of default 
by the said Brooks-Scanlon Lumber Company in whole or 
in part, in any or either of the covenants of this agreement 
to be by it kept and performed, it hereby agrees upon de¬ 
mand of the said Alworth-Washburn Company, quietly 
and peaceably to surrender possession of said premises and 
every part thereof, it being understood that until such 
default the said Brooks-Scanlon Lumber Company is to 
have possession of said premises, and an agreement which 
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is to be deemed as supplementary to this Agreement and 
not in contradiction therewith shall be executed between 
the parties hereto, by the recordation of which notice shall 
be given to the world of the purchase and possession of said 
premises by the said Brooks-Scanlon Lumber Company. 

In testimony whereof, the parties hereto ha^e caused their 
respective corporate names and seals to be hereunto affixed 
by their respective executive officers duly authorized thereto, 
all in duplicate. 

ALWORTH-WASHBURN COM¬ 
PANY, 

(Sgd.) By J. L. WASHBURN, 

Its President, and 
(Sgd.) PHILIP L. RAY, 

Its Secretary, i 

BROOKS-SCANLON LUMBER 
COMPANY, j 

(Sgd.) By D. F. BROOKS, j 

Its President, dnd 
(Sgd.) H. W. DAVIS, 

Its Ass’t Secretary . 

Signed, sealed and delivered in presence of: 

(Sgd.) VENDLA ERICSON. 

(Sgd.) WILLIAM C. FLINN. I 

(Sgd.) J. VICTOR JAEGER. 

(Sgd.) W. M. DONALD. 

I 

! 

40 State of Minnesota, 

County of St. Louis, ss: 

On this 7th day of May, 1926, before me appeared J. L. 
Washburn and Philip L. Ray, to me personally known, who, 
being duly sworn did say that they are respectively the 
President and Secretary of Alworth-Washburn Company, 
and that the seal affixed to said instrument i^ the corporate 
seal of said corporation, and that said instrument was 
signed and sealed in behalf of said corporation by authority 
of its Board of Directors, and said J. L. Washburn and 
Philip L. Ray acknowledged said instrument! to be the free 
act and deed of said corporation. 

i 

i 

i 
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( In testimony whereof I have hereunto set my hand and 
affixed my official seal this the day and year first in this, my 
certificate, written. 

> (Sgd.) ROGER D. KEMPTON, 

( , ROGER D. KEMPTON, 

Notary Public, St, Louis County, Minn. 

My commission expires May 22, 1931. 

State of Minnesota, 

County of Hennepin, ss: 

On this 15th day of May, 1926, before me appeared D. F. 
Brooks and H. W. Davis, to me personally known, who 
being duly sworn, did say that they are respectively 
41 the President and Assistant Secretary of Brooks- 
Scanlon Lumber Company, and that the seal affixed 
to said instrument is the corporate seal of said corporation, 
and that said instrument was signed and sealed in behalf 
of said corporation by authority of its Board of Directors, 
and said D. F. Brooks and H. W. Davis acknowledged said 
instrument to be the free act and deed of said corporation. 

In testimony whereof I have hereunto set my hand and 
affixed my official seal this the day and year first in this, 
my certificate, written. 

(Sgd.) G. W. DAVIS, 

G. W. DAVIS, 

Notary Public, Hennepin County, Minn. 
My commission expires July 27th, 1932. 

42 Schedule A Attached to Contract Between Alworth - 
Washburn Company and Brooks-Scanlon Lumber 
Company, Dated May 1 , 1926 , and Containing Descrip¬ 
tion of Lands in Jefferson County , Oregon, Covered by 
said Contract of Purchase. 

Lands in Township Twelve South, of Range Ten East. 

The South Half of the South West Quarter (S. y> of 
k S. W. y 4 ) and West Half of the South East Quarter (W. 

I y> of S. E. y 4 ) of Section Thirteen (13); 

The South Half of the South West Quarter (S. % of 
S. W. y 4 ) of Section Twenty-one (21); 

The South Half of the North East Quarter (S. % of 
N. E. y 4 ), the South Half of the South West Quarter (S. 
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Vz of S. W. y 4 ), and all of the South! East Quarter (S. E. 
y 4 ) of Section Twenty two (22); 

The entire North Half (N. %), the North West Quarter 
of the South West Quarter (N. W. y 4 of S. W. i/ 4 ), the North 
East Quarter of the South East Quarter (N. E. y 4 of S. E. 
y 4 ), and the South Half of the South Half (Sj. % of S. M>) 
of Section Twenty-Three; 

All of Section Twenty four (24) except th£ South East 
Quarter of the North West Quarter (S. E. % of N. W. y 4 ) 
thereof; 

All of Section Twenty five (25) except thp South Half 
of the South East Quarter (S. % of S. E. y 4 ) thereof; 

The East Half of the North East Quarter (E. % of N. E. 
y 4 ), the South West Quarter of the North East Quarter 
(S. W. }/ 4 of N. E. y 4 ), the East Half of th0 North West 
Quarter (E. % of N. W. %), all of the Soutli West Quar¬ 
ter (S. W. y 4 ), the North half of the South East Quarter 
(N. y> of S. E. y 4 ), and the South West Qiiarter of the 
South East Quarter (S. W. y 4 of S. E. y 4 ) of Section 
Twenty six (26); 

43 The West Half of the North West Quarter (W. % 
of N. W. y 4 ), and all of the South West Quarter (S. 
W. y 4 ) of Section Twenty Seven (27); 

The entire East Half (E. y>) and the North Half of the 
North West Quarter (N. y> of N. W. y 4 ) of Section Twen¬ 
ty eight; i 

The North East Quarter (N. E. y 4 ) and thd entire South 
Half (S. %) of Section Thirty three (33); j 

The North West Quarter (N. W. y 4 ) of Section Thirty 
four (34); 

The entire North Half (N. %) and the Soulih East Quar¬ 
ter (S. E. y 4 ) of Section Thirty five; 

Lands in Township Thirteen South of Range Ten East. 

All of Section One (1) except the North Half of the 
North East Quarter (N. y> of N. E. y 4 ) and the South East 
Quarter of the North East Quarter (S. E. *4 of N. E. y 4 ) 
thereof; ' 

The North East Quarter of the North Easlf Quarter (N. 
E. 14 of N. E. y 4 ) and the South Half of thfe North Half 
(S. 1/2 of N. 14 ) of Section Two (22); j 

The South Half of the North Half (S. y> of N. M>) of 
Section Three (3); 
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The North East Quarter (N. E. 14) and the South Half 
of the South Half (S. 14 of S. 14) of Section Five (5); 

The North East Quarter (N. E. 14) of Section Six, (6); 

The South Half of the North East Quarter (S. 14 of 
N. E. 14) of Section Seven (7); 

The North East Quarter of the North West Quarter 
(N. E. Vi of N. W. 14) of Section Eight (8); 

The South East Quarter (S. E. 14) of Section Nine (9); 

The South West Quarter (S. W. 14) of Section Ten 

( 10 ); 

44 The North West Quarter (N. W. 14) and the South 
East Quarter (S. E. 14) of Section Eleven (11); 

The North Half of the North East Quarter (N. 14 of 
N. E. 14), the South West Quarter of the North East Quar¬ 
ter (S. W. 14 of N. E. 14), all of the North West Quarter 
(N. W. 14), the North East Quarter of the South West 
Quarter (N. E. 14 of S. W. 14), and the North West Quarter 
of the South East Quarter (N. W. 14 of S. E. 14) of Section 
Twelve (12); 

The South East Quarter (S. E. 14) of Section Fourteen 
(14); 

The South East Quarter (S. E. 14) and the entire West 
Half (W. 14) of Section Seventeen (17); 

The North East Quarter (N. E. 14) of Section Twenty 

( 20 ); 

The North West Quarter (N. W. 14) and the South East 
Quarter (S. E. 14) of Section Twenty two (22) ; 

The North East Quarter of the South West Quarter (N. 
E. 14 of S. W. 14), the North West Quarter of the South 
East Quarter (N. W. 14 of S. E. 14) and the South Half of 
the South East Quarter' (S. Y> of S. E. 14) of Section 
Twenty eight (28); 

The entire East Half (E. 14) and the East Half of the 
West Half (E. 14 of W. 14) of Section Thirty (30); 

The North Half of the North East Quarter (N. 14 of 
N. E. 14), the South East Quarter of the North East Quar¬ 
ter (S. E. 14 of N. E. 14) and the North East Quarter of 
the South East Quarter (N. E. 14 of S. E. 14) of Section 
Thirty four (34). 

Lands in Township Twelve South of Range Eleven East. 

The North West Quarter of the North West Quarter 
(N. W. 14 of N. W. 14) and the entire South Half (S. 14) 
of Section Nineteen (19); 
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The South Half (S. %) of Section Twenty (20); 

45 The West Half of the South West Quarter (W. Vz 
of S. W. V 4 ) of Section Twenty one (21); 

The North West Quarter of the North E$st Quarter (N. 
W. Vi of N. E. %), the entire North West Quarter (N. W. 
%), the West Half of the South West Quarter (W. Vz of 
S. W. %) and the South East Quarter of the South West 
Quarter (S. E. y 4 of S. W. X A) of Section Twenty eight (28); 

All of Section Twenty nine (29) except ! the West Half 
of the North West Quarter (W. % of N. W. 1 A) thereof; 

All of Section Thirty (30) except the Wbst Half of the 
South West Quarter (W. x /z of S. W. %) thereof; 

All of the East Half of Section Thirty one (31) except 
the South West Quarter of the North East Quarter (S. W. 
y 4 of N. E. %) of said section; | 

All of Section Thirty two (32); 

The North Half of the North East Quarteif (N. % of N. E. 
y 4 ), all of the North West Quarter (N. Wi %), the West 
Half of the South West Quarter (W. Vz of! S. W. *4) and 
the North West Quarter of the South East Quarter (N. W. 
2 A of S. E. 14 ) of Section Thirty three (33).j 

1 

Lands in Township Thirteen South of Ran^e Eleven East. 

The North West Quarter of the North W^st Quarter (N. 
W. V 4 of N. W. %) of Section Five (5). j 
Containing in all 12,440 Acres. 

(Here follow side folios 46 and 47.) 

48 U. S. Board of Tax Appeals, Division 8. 

Docket 45651. ! 

1 

Petitioner's Exhibit 3. 

j 

Admitted in Evidence Jun. 14, 1031. 

United States of America: 

I 

Treasury Department, Washington. 

July 8, 1931. 

Pursuant to the provisions of Section 661, Chapter 17, 
Title 28 of the United States Code (Seetiori 882 of the Re- 
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vised Statutes of the United States), hereby certify that 
the annexed are true copies of the original and amended 
income tax returns, with attached schedules, filed on Form 
1120 for the year 1926 by Alworth Washburn Company, 
1600 Alworth Building, Duluth, Minnesota on file in this 
Department. 

In witness whereof, I have hereunto set my hand, and 
caused the seal of the Treasury Department to be affixed, 
on the day and year first above written. 

Bv direction of the Secretary of the Treasury: 

[seal.] " F. A. BIRGFELD, 

F. A. BIRGFELD, 

Chief Clerk, Treasury Department . 

F.B. J. O.B. A. B.N. J. C.W. 

(Here follow side folios 49, 50, 51, 52, 53, 54, 55, 56, 57 

and 58.) 

59 This amended return is filed to correct the tax¬ 
payer’s original return for 1926. 

The taxpayer has consistently kept its books of account 
on the basis of capitalizing carrying charges, such as in¬ 
terest, taxes, etc., during those years in which it was carry¬ 
ing its timber holdings without income from which to de¬ 
duct them. Furthermore, has always prior to 1926 made its 
income tax returns consistent with that basis of accounting. 
Its return for 1926 was made originally without carrying 
charges only upon the findings of the Bureau that such 
carrying charges were not properly a part of timber cost. 

Now comes Article 1561, Regulations 69, holding that the 
taxpayer may, through consistent practice, add to the cost 
(or other basis) of non-productive property carrying 
charges expended during non-productive years. This Arti¬ 
cle of Regulations 69 is based on a Law of practically iden¬ 
tical wording with respect to the determination of profits 
from sale of property as the Laws of 1921 and 1924, and 
the taxpayer claims that it correctly interprets not only 
the Revenue Act of 1926 but the Acts of 1921 and 1924 as 
well, and must be given retroactive effect. 
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Abstract Charges 
Accounting 
Telegrams 

Indemnity Insurance 

Express 

Exchange 

Printing 

Commissions Paid 





Alworth-Washburn Co* 

v». 

David Burnet Com* & c. 
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ALWORTH-WASHBURN COMPANY 


STATEMENT SHOWING COMPUTATION OF GROSS PROFIT 


Reference IT:CA: 2554- 12 

11 .— r 1 , n ~ 

INSTALLMENT SALES OF LAND AND TIMBER 
Southern G roup : 


Item Fair Value 

Land 24. 280 A*. $ 23 * 180 .00) 
Timber 334 , 368 -K- Ft. 658 .373 -^} 
Additional Purchases in 1923 13.650*00) 


1926 Receipts (final installment) 

Cost 31.590# of $695* 203.4b 
Gross Profit 


Sale Price 


$1,189,101.67 

i_ 

$1.189,101.6 7 

$ 375.640.68 

i_a2t!616.86 

I T5t7023.B~2 


» - . No rthern Group s 
Item 

Land 12*440 A. 

Timber, 177,651 If ft. 


1926 Receipts 

Cost 20.5689* of $339,209.51 
Cross Profit 


Fair Value 


$ 12 
326 


,440.00) 

.769.513 


Sa le Price 

I * 

k 588,838.02 
rf;B 3&.02 

k 122.118.02 

69.771.66 


1926 Gross Profit, Southern Group - 
1926 w w , Northern Group - 

Total 1926 Gross Profit 


$ i 56 .O 23 . 82 . 
1 ■ ■ rif. 

S—SZiiZP^ie. 
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CORPORATION INCOME TAX RET0°N 

\ 

For palendar .Year 1926 

Fib This Mara *fch Ik C* 8 *Ur W latrnul R wmi Ur Tear Dktrtrf m w Mm Hwtfc It, 110 
HUNT PLAINLY CORPORA! ION’S NAME AND BUS IN CM ADDRESS 

-/^1.4-J. 

(N»im) 

/l 06 Ai-WO&TH &Ut*.&**<& 

(«Um 4 tod Noabrr) 
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PoLUr'* * Sot A 

uroMMi N i i wn »«•—*« » » »>« > • »♦» ••*•*•«*••*•••« raw —»r»tt « * »*« a«# «Uf»*tf >»m»« ••*»• rt«***« 


.O. c«t.«M*L 


<r«*t oov* »d4 suu) 


&k 


®/ If\CQ1 fiOfCtiloft •«• • »«7»«••«••«#••••*«•••*••• •«* ■•••#«••••«*•»••«•••*« J 11 1 

r <At £wf of tckd &*U or C ou ntry ..... jU.^_.■. T _^ rr - rr ___ _ 

-. 'Jim{x t /*? . -13 THIS A CONSOLIDATED RETURN V _ 


J-fiW Y r< GROSS INCOME 

3. OrasBrtee 1 m Itadiag os Manufacturing, Lear Returns and Alksmnoaa- 

l Lm Oort of Goods Sold: 

t 

(«) Inventory it beginning of year _«... -----..—. 

(6) Merchandise bought lor sale------- 

(e) Oort of ma aah ct u r in g or otherwise prododaf goods (Rwi SrartsU A) .. , r , 

(d) Total o! lines (a), (I), and <0—_ 

(a) Lra inventory at end of year,_ - - - ___ 

A Grai htfll from Trading or Manufacturing (Item 1 minus Itesa 2)- .— . .. . 

4. GrosoPrefU boas Operations Other Tbah Trading or Manufacturing. (mataaoveaefteearnax 

( 1 ) .1 ■■■ .. . ... . .. ■ .» i ^ mm . 

(*| » — ' 11 1 11 . .. . —— . . ......... . . . ...»■■ 

A lateral on Dank Deposit#, Kotos, Mort g a g es, and Corporation Bonds_ 

1. Beats.----:- 

T. Rayihlw.....„........... .. 

A JYofit from Sale of Real EWate, Stocks, Bond*, and other Capital Aaeeta (Ties* Scbadni* B)_ 

2. Dividoods on Stock of Domestic Corporations-- 

10. Other Income (Includingdividends roceired oostock of foreign corporations). dwtstems 




r~ 


4-J 



• 

• 


j’/V 

Z*L 

tz x 


3t1241 

(*> 



— 


IM 



i jA±7*UA. 


1L Total Income nr Items 9 to 10. ..- -- 

..DEDUCTIONS 

12. Oompenmlion of Officers (fwaa teteteb O) —.. - . . ; --I_ SOO QfZ 

13. Hoot on Business Ik o p otty _______ - , _ _ . “_ 

14. Repairs (FromBcb*dokD)_____ _ ..... . __ . - 

15. Interest.....—.. -- - -—- ---:-—.- - - 7 -—' - ^jP Lr3.l ^ 

15. Taxes (Pnsi Sdwdala K) ...----—- ------_ - -V $ ■£ 

17. Lowes by Fire, Storm, etc. (Tret* Sdadois f) _._.___„____“;_ 

• i 

18. Bad Debt*(FromO)., __ ___._______- ._ 

19. Dividends (PramScbrduJ*II)______ _„ . ... _ _ _ __* r - 

. * 

2Q. Depredation (resulting from exhaustion, wear and tsar, or obsoksceoce) (Prom emadaiai)_ , . . . __«_ , . ~ . . 

• v 

21. Depletion of Mince, Oil and Ga* Wells, Timber, etc* Xuobmit aebadoK aaa Iiwtrartlas Si)_ - n . ..-. , ___ • ;_’ 

* . . .... , 

22. Other Deductions Kot Reported Abovo. (F»pJ»io b. low, or on Kparato »beel): j j 

(o) Salaried and wages. iN'ol lotlud*) la firm 7, H, or i< «bov*>..... ._ __ - _ 

(b) NetL tms lor prior year, (submit Kb»lui*) ............ .. .... .. -— r ., . 

(e) sidtc.&Lx&i/s .—_ _ £JL dL7/?.. *£J. 

^ i 

(jl ____. _ ’ . t| • * ^ ~ . ,r 

2J. Total Dinrcrioks in Itemi 12 to23 —--------... - . — - 

\ V 

24_ Krr In comb (Item 11 minus Item 23) 

COMPUTATION OF TAX~ 

2f# J24 fll)OYp).#.»#*A*.*»»##*#*«****A«*****«***M.p«#«^i $•»»«••• . •>< •. ^1 I 28. Income Tax (13|% of Item **)- 

2G. UssCrrwiit of fJ.OOO (f<>r a <ii.ni(dtic < eqK>ratk>n having a . . 29. If the Net Income of a Domestic Corporation is l^mTliaa 

net ineome of les tbsa ..125,270, Enter tho Amount in Exora of 

27. Balanco (Horn 25 minus Item 2f./._.-..}.. ... 1/ 1.£ \/&m\jQ 50. Total Tax (Item 28 plus Item 29) - - 

II. Lert: Ils omoTa* Paid at Roiirio. (This errdit ran only bo allowed m a nonresldeDt lorrtgnCrtpOtlUOtt).. L . - , T | . t ~T . 

81 locomo ai d Profit* Taxes Paid to a Porci^u Country or to a roososrion of tits United States by a donurtio corporation . ..rl_ 

\ _; __ . _ 

K. B alance o f Tat (Itor o ?0 minus Iterni "I snd 321 ^^r^0TTT;srTiTi«»r ^ »..l. •*.....•*•*.*••• » l » l > »»» » »> » —»«> W«M> 

An Bmsndad rat urn must U marked "AmrmJrd" at top of rat urn Checks and drafts 

e ^n%; , Z ' 
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David Buraet Com 























Auoixr 


—■* ' ■ •«- .in* 

A MOUNT 

(l.its/u lum*) 


Balarica and w*£e$.[$, 

Material and supplies.. 


1. Kivo or Fioiiitt 


SCHEDULE D-PROFIT FROM SALE OF REAL ESTATE, STOCKS, BONDS, ETC. (Sco Instruction 8) 

-r- inrr rri-fnrr , ---— - 

t. Dili Acguaio 3, Amount Rbciivcd I A^bovaim? ViniB a Co»? *JW 7. I 

j ACOUMItloX Mini I, 191) IMI 


7. 8ci»«gu«*r 
lMrs-uiwsNii 


I. Nsr Psonr 
(Eater saltern H 


r - 



State how property was acquired. 


SCHEDULE C—COMPENSATION OF OFFICERS (Sou Inatruction 12) 


I. N'ihi or Orncca 


Omn*L Tirts 


L Tim TUtcteu 
to 1JCII.MO 


Ebabej or Stock Owwcd 



™ ovwni 4 common 

ir... 


A rtwarrtd 


I. Amount or 
CowoitnoT 
(later :t lie* L2) 

t —tJfeci QjGL 


s? & 

•c a 

H* O 
O* 

W S* 

§54 

t3 • » 

* I 

s S 


SCHEDULE P— COST OF R EPAIRS (See 1 rut ructIon 14) 

»• !»«»•• 7 I 


1. A voider 
(Four u Item it) 


SCHEDULE E—TAXES PAID (8ce Instruction 18) 
I. Irtxs I 


1 AMOUNT 

(Knur m Item M) 


Salaries and wage*.J S. 


..~......_ 3j£aX. ./J2. 

..-.——- 

.... 4££?$££. 


SCHEDULE F—EXPLANATION OF LOSSES BY FIRE, STORM, ETC. (Seo I net ruction 17) 


1. EutoorPaortarr 


L Dats Aoqutbid 


a. Coat 


Mi wen 1,1)13 


AOQOirmOM 


7. lnnon 
Salta gb Vi 

HMD 

mi 





-—. 





' 1 


• ••••••••*•••«••• 


State how property was a c quired .. .. .... 

SCHEDULE G—BAD DEBTS (See Instruc tion 18) 

. v ... I ajum'o* I 

*• Vasa 1 account I 


8. Had Dints j 


SCHEDULE H—DIVIDENDS DEDUCTIBLE (8ee Instruction 19) 

- *-T' ~ ------■-=■- - 

! Amount or DmoKWM 


t. NillOr COI TO NATION 


A DoOMttO 


1921. 

1922...... 

1923 . 

1924 . 

1925 . 



SCHEDULE 1—EXPLANATION OF DEDU CTIONJFOR DE PRECI ATIO N (Sco Instruction 20) 


i. Km|i or Tsohmt 

(U Uiivilor. *tatc LisUrUlfrf winch oowtroctea) 


3. Data Acgvnuo 


3. Aos Wnrs 

AOQUBID 


4. PlOHASLK I.ITB 
Arris ACgviiiMiNt 


I. cost 


8. Valus as or 
MAara 1,1813 


Am ount or DirsrcunON Ckaiotp Orr 
7. PmtIooa jwut I aThisyssf 


smsmi 1 m*iiim'*i%«*m«iss*»ii*I«m«< 


•••••!•»%•••• oeeeaaaa 




• <g Sf WS 




.. 


I ,msi4I8I»mm» .. ••••aueua• e••• a• ••••%« 

******* ** II 

» .nv on *.***• Klwlijte* «t» not Nri* •<““ 


L*l» 

i* sre iMM teees 

IS llASSIMiySI 











stl> llri » <M» M«.« * «»« 1 091 • *» 1 A*J* *% » -•«*.%< 



























































































«. tv t. sULL'ls «.v« iiiHtruiti'iii !•*> 

■-x» . .-xnotr t mtjvw ■ ■.*■..—rr- 


Bst • or Taxasmi Yui 


Amount 


Em> or Tmhw Yrti j 


Amount 


ASSETS 

1. Cash. .. 

2. Notes receivable... 

3. Accounts receivable..$. 

Ixv* reserve for had debts..'.I 

4. Inventories: 

Raw materials.S. 

Work in prows*.•.!..! 

Finished goods. ^.'. 

Supplies. }.^ 



'At 

* 


i" r 


, ». itV I' JO 

i ! ; i ' i* j 

I, I .!.!.•'. 

i ■ .! 1 1 J-. 


! ! 


I I 


I ' 


5. Investments: * 

Obligations of a State, Territory, or any political subdivision I 

thereof, or the piMrict of Columbia... % . 

Securities issued under the Federal Farm Loan Act, or under I 
• such Act ns amended. 1 . 

Obligations of the United 8tates or Its possession^ ....... ». 

0. iMMidescribo fully): ^ 


* fuvu nvv tvi .......... 

Obligations of tho United 8tates or Its possession^ .. ■..I. ^ . 

MM fdescribo fully): ^ I i 

! rjht mx. ft./.../£t. .. /.Lt cjujua J..4. .$. 37*> £4.9%£l. 

..—.. 



$. f/.L7.736)00 

.4...J 

?&. L'/mAZ. .I. A .i.. 4.47 JAo.oe 


t. Deferred charges: 

Prepaid insurance.. 
Prepaid taxes. 





B. Capital assets: 

Iand.A«tjd^.i>2Lc«.^L. 




j. r 

-rtr.— 


-—--— »• ..$ » -■»» *•—..—j*....... 

KfMhlo€fy And G(]ulptoont*••••*«•••••••••••••••••«•»••••»•«•• . .. —« »»•»•«« 

n„i 4. 

Fufpituro And fixtures.-... »«»*■> ♦• >•«•«•••• ••*•»•••• .***** 


Lets rfserves for depreciation And depletion.—-- 

di Pttootr.*.••• .••••• •••• ••••• ••• 

10. Good wi1L.m»..m ••• 

11. Other mid (describe fully): 


Z4J\ 

iS'/d 1 

f/.7. 


1 -1 


Z±L 


±i 





1 f 

.j. 

1-4- 




..... 2.£n0& £}. .1 4- 




_...$. Kd.%. 3.3./.. $.%. 




. m—m *«•••••••*•••«••••«••••••••»••• 


..... ......... ...{.... ..... [T..... .. 1 

Total Am ctx .—....... ......... ....... ^...... %..... 7 . t .^ 7 ^ 7 .. ^ 7 .^. 4 ?. 777 l . 

LIABILITIES I 1 




13* Notes payable..... 

• 14. Accounts payable.... 

15. Accrued expenses (describe fully): 


--- 7. ££?. 


.S.... 


g... r _». 


10. Other liabilities (describo fully )yj 

.S. 3,f/S. £.0. 

hi j'Td/Z.rxit.) ... C.tfo. C& 


5 .. 

. HH-. 


1 .1'.4 


. 

i 

i- 


r 


I 772 *//£ *7f\ I I 

»••••« ••••«••••••««•••« ••••••« aaeaMBlilM aMv** a ** M *' • ” * •#»sl»%T* •( Ar. . - . .... . ..... 

ck <1 cm mock In trencury)...I.: 7..... *...j. 

ck (Itm stock In trcncury). ■.. GQO QQ . : OJSO. &0. . . 

.:.. ■ >..|...^yi 

.I.. a.u±±t .I.i.LJ..... 


17. Capital stock: 

Preferred stock (less stock in treasury) 
Common stock (less stock In treasury) 

18. ftarplus.1. 

19. Undivided profits. 

20. ___Total Lt at> iM/ nrs...,..... 


f/kx 




'*>h.<r<tCkO .Q.C 


LJ7'f/0.M.Z 
{/£<?'3.t/ l a.<p. 


Remarks 


s-unr 


oo xutbQqs« xo*tv 
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SCHEDULE L-RT 'NCtUATION ‘Of NET INCf * AND ANALYSIS OP CHANG 


or tn\W t n 




AVniiATkONi WITH OTHER CORPORATIONS 
« SmucTtON :: 

4 . Dom tHo corporation own M >*• wot off mote W ,%«M 
•look of another domestic corporation Off of other corporations? 

6. la ovor M percent or non of your outstanding capital iteiek owned by another 

* OT ^*I«*55 pctMntornvM®*^^youroutetonding capital stock as nett am W par cent 
or mart} of the out* t finding cnpitnl stock of another corporation or of other corpora¬ 
tion, owned or controlled by thq satno Individual or partnerahip of by the eatne 

individual.*, partnerships, or corporation* in enbetantially ilMaatnapwdortlonf ..'Z&L-. 

7. If the answer to question* 4, b, and 6, or to any of them,!ftnjree/* answer the 

following tho oorportUoQ fll4 VormM M1# 852, gw, and M 3 A fie the taxable, yv*r 

1022 or subsequent taxable yean? .—ftrT--— If the answer to this question 4a 
4 'yc«.” three forme will not be requited, except undor the eircumitancr* described In 
nurd ion (6). If the answer to this u«<*.-Uon le. 44 no," and the answer to question* 
4, 6. at.d C, or to any of them, is Vp-V’ pfocufe from tho Ollector of Intormd Rev- 
child for vour dlitrlct Fofwi 8V# >^11* wj ind M5A, AQUUtloni 6 cImx)u)mJ| 9|F| 
and 4 , which sliall bo filled In »v:d ilM at a part of this return. If the *dfc» fr 4o 
this questlonjs 41 0 0 ,** qu estion yl y^g not bo answ ered. * _ 


capital 


duly sw orn, each for himetlf dspocco and say* that tide 
wwledga and belief, a true an<Le<*npI«to return medetft 


We, the nndersifned, president bud treasurer of the 
rttu.ti, Including the aoeourpanylnk schedules ond eUtem 
good faith, for the taxable year m Anted, pursuant to the 

bworn to and subesnoed before dm tbto di 
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DAVID BURNET, COMMR. OF INT. REVENUE. 


60 A1 worth Washburn Company. 

Cost of Land Sold (Schedule A). j 

Southern Group: 

Fair Value — Govt. Statement 

IT :CA :2554-12 . $695,203.48 

Carrying charges 3-1-13 to 12-31- 
22 (prorated) . 69,419.21 


Total. $764,622.69 

Total sales price $1,189,101.67; 

$375,640.68 collected in 1926 is 
31,5902%; 31.5902% of cost, 

$764,622.69 . 

Northern Group: 

Fair Value — Govt. Statement 

IT :CA :2554-12 . $339,209.51 

Carrying charges 3-1-13 to 12-31- 
22 (prorated) . 38,541.72 


$241,546.47 


i 


Total Cost . $377,751.23 

Total Sales prices $588,838.02; 

$100,000.00 collected in 1926 is 
20.569%; 20.569% of Cost, 

$377,751.23 . 

Total Cost of Land Sold. 

61 Alworth Washburn Company. 

Schedule 22 (C), Deductions . 

Annual License. 

Abstract Charges. 

Accounting . 

Telegrams . 

Indemnity Insurance. 

Express . 

Exchange . 

Printing . 

Commissions Paid. 


77,699.65 

j_ 

$319,246.12 


$200.00 
142.80 
i 486.94 

5.15 

| 10.00 

.93 
2.70 
4.75 
| 10,617.14 

i- 

|$11,470.41 
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ALWORTH-WASHBURN COMPANY VS. 


62 U. S. Board of Tax Appeals, Div. 8. 

Docket 45651. 

Petitioner's Exhibit 4. 

Admitted in Evidence Jun. 14,1931. 

United States of America : 

Treasury Department, Washington. 

July 8, 1931. 

Pursuant to the provisions of Section 661, Chapter 17, 
Title 28 of the United States Code (Section 882 of the Re¬ 
vised Statutes of the United States), hereby certify that 
the annexed is a true copy of the income tax return filed on 
Form 1120 for the year 1928 by Alworth Washburn Com¬ 
pany, 1600 Alworth Building, Duluth, Minnesota. 

On file in this Department. 

In witness whereof, I have hereunto set my hand, and 
caused the seal of the Treasury Department to be affixed, 
on the day and year first above written. 

Bv direction of the Secretary of the Treasury: 

'[seal.] F. A. BIRGFELD, 

F. A. BIRGFELD, 

Chief Cleric, Treasury Department. 

F. B. J.O. B. A. B.N. J. C.W. 


(Here follow side folios 63, 64, 65, 66, 67, 68, 69, 70, 71, 72, 
73, 74, 75, 76, 77, 78, 79, 80, and 81.) 
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Cerdsd 




Is Ibis a CeeseUttsd Retire sf Tw# 


0 ftreSSV OKOM INCOME 

X Onm Asks fro* Trading or Manufseturlng, Law RsUpas awl Allowances.. 
1 Lmi Ceatef G6ods 8old> 

} x , } j , 

. (•) fryf ioj y at sl^se of preceding year-, l1f 


er Mara Ctfpantiaos? 




..fj.'irAm 


,m. Md w 


*• ftwi ftaft W Tnktn . c Mu rf u ta fai 


■jyW4~J229_ 


“ TMInf <* MugiaMU» M (A& feiii .1 k. 


'(25 *1 


Departs, NoUmj If 


•ad OoepoceUon Bonds. 


#4 ®^fSI«ndia* Sloak «# Camastle 


and othor Capital Assets 


6 m uoon n tarns t to 10 


CVwn pnwaatlon at Oflotre 


IS. Bad DaMacvtan 


30. Pqun rl o tt dK (rasulting toon* rehanstion. 


21. Depletion ef Mines, OS and Gsk Walls, Ttaber, 


and tsar, or 
r, sts. <*■»• 


(i) Not Ijoss for prior 


ta«M 


.OhHOtf.. 


Torn. Danoonows tit ImM 12 to 22. 
Not Iwoona (Item II minus ticm 23).... 




a/.f?.'?.; 


.... 


COMPUTATION OF TAX 


IS. Not I n eoma (I 
IS. lass Credit cf 


• 3 i ^ f II 3^, Income Tar (11% of Item 27)jS.......I.— 3 

1 ffiooo (for a doiiiatU corporation having | ^ giLgOO, enter the amount In excess of 42&.0Q0... I.,. i . . '■• •■ 

na crises than 226,840)---- uuum i / _ A L | ? jTf ^\rT 

^ I _ 3&. iff1. f.ZJft 80. j(>UA Tat (Item 28 plus Item 20)... -----:*.. ft* ;• ■<- ■ 

m 25 mlaua Item 24).—.—.------- u / I ! 


27 . Pslantl (Item 25 mlaua Item 24)———.— ..g 

SI. him IasomaTax Paid at Boo res. (This credit can only 1 
22. Insoma and Profits Taxes Paid to a Foreign Country 


I two SO 


_.. y.„A 3fWn fZ\ 80.^1 Tat (Item 28 plus Item 20)...-.j*. ^ 

his credit can only be allowed to a nonresident foreign corporation)....-..— - ,_j t t , 

> a Foreign Country or United 8Utee possession by a domestic corporation (eee lnst. 27M.—i—i- s c— 

'2 # a / * * 

>1 and 82)... ---- - “V . »A.s " 


must be mesfcod “Araendsd" at top ef return 


Checks and drafts will be accepted only If peyabtfeM per 


David Barnet Com 






















































j g iig.mjC E~«-t COST OF MANUFACTURING OR PRODUCING GOODS (8 m Instruction 3) 


Items 


AMOl'KT 


asterie* $ad tifw._ 

MoUrtol and aupptlM._ 




» * < ** « 










7Z./TJZA3 1 


B—PROFIT FROM SALE OP REAlr*»fXTfc, STOCKS. BONDS. ETC. (8 m Instructions) 


& XUtB AO«nu» 


4, Ditfurunoi^ 
AUAVAMAESmaf’ 
XK^IHTtON 


®. Vaivs as or 
Mam ), ita 


. SPMSQ9BNT 
wraovAMiim 


I. Nn PMnt 
(Enter m lum I) 


SCHEDULE C—COMPENSATION OF 


iOnauinu 


OVo )o*tn*tkm 13) 


I. Tra« Diforn 
to Bpioun 


Iuui or bvocb 


4. CoauDoa 


j 


‘OF REPAIRS (8m Instruction 14) 


«*•*• (K&tttSS 


E—TAXES PAID (8m Instruction 19) 


i. Inna 




t 


SCHEDULE F— EXPLANATION OF LOSSES BY FIRE, STORM, ETC. (8m Instruction 17) 


L Bn or Pbotsett 


S. Oats Acoonin 


I. Com 


4. Viict as or 
Maki i, till 


l. Dmtcunot 
Allowable Since 
ACQVMT tON 


7. I NICE ANTE ANO I I. DlPOCTtBLE LOM 
8 ALVA 0 E Vaivs I (Ester *s Item IT) 


8MM bow 


A Yeas 


G—BAD DEBTS (Sco Instruction 18) 


ACCOCWf 


SCHEDULE H—DIVIDENDS DEDUCTIBLE (8m Instruction 10) 


A Name or Costoeatiom 


10*4_ 

102 *- 


1028.-.r. 


^^WIISWIWATION OF DED-QctION FOR DEPRECUTTONJS^nBt^ct^) 


1. KfKP or PEOTBEtT 

(U Mate nuliVil ot wtikb cooNrasw) 


u*- ' .->r»w a «-^- -U .. ■!! ■ ■■■ ®. VAtCE At Of AMOl'KT Of l>f AJOATW N ClIAIQtll Off 

7. DATE Aeon* bo *’ AcqviBEO* At iuANUI iVa* T (ExekulvB^( T L*o<l) (Kirh Wfl’-ini?) 7. rtrvkw r* »ra I E Th M >w_ 


..*•..*•.. »••. 




. ... 


. ..••••••••••••••••••••••••■••••** 

...-...■'*•**** 


. 


#Rl 


.1.—— r*-- 

-f—j. . 

..i.. i 


.| .L 

= 4 = 






...“I. i. | ; 

*>»* ,uffitU " t "**" 


3 -1IV i 


♦AT 
























































































































































■ SCHEDULE K-BALANCf 


ETS (See InrtruslM 43) 


lUoisdtNo of Tahkic via 


ASSETS 


1. Cuh.. 

2. Rotes receivable. 

3. Account* receivable. 

Lee* reserve for hod debt* 

4. Inventories: * 

JUw materials. 

Work in proton*. 

Finished goods. 

Suppllce... 


& Investments: 

Obligations of a State, Territory, or any political subdivision 

thereof, or the District ol Columbia .. 

• Securities issued under the Federal Karin Loan Ai t, or under 
such Act as amended... 

Obligations of tho United States or its possessions. 

Loans (deerribo fully): 


7. Deferred charges: 

Prepaid insurance 
Prepaid taxes.. 


8. Capital assets: 

Land... 

Buildings.. 

Machinery and equipment. 


Furniture and fixtures 

% 

Delivery equipment . 


Zhir/}fA.Z 


Less reserves for depreciation and depletion 

2. Patents. 

10. Good will. 

11. Other asseta (describe fully): 


.WUs? 1 f- 


Total Asset:. 


LIABILITIES 

13. ITote* payable.... 

14. Accounts payable.-. 

15. Accrued expenses (describe fully): 


lfi. Other liabilities (dcscribo fully) 


17. Capital stock: 

Preferred stock (less stock In treasury) 
Common stock (less stock in treasury) 

18. Surplus. 

10. Undivided profits—~ 

20. TutSt IflAMIMTIWL. 






0850 # 

f*lworth«*WHDhburn Co# 

Vtf e 

ftuvld Purtiutp .COIAe&O 


Remarks 
























































































































CQXCTOaUUN op net income and analysis op chances in surplus 


iMaMMK 

M P'vui too*, grtiutilw.tod ... 

UV lacom* U'l p/oflu imm p*lil lo tb* l'oa»«i Huw, «a4 m ftiueh 
of such Uisi i«k] to iU pocrrestce* « M»Uro countries u M 
cUUboI M » credit lo lt«ai U, |«I4 | of lb* return. 

M 7«d«f*J Uim p«M M Ui-fm covrnsnt bond*.. 

CO Spottal Ireprovtmtot U»re tcodiof to inm«M lire vtluo of tire 

W Ju?ofuw/iaocTSttureiJ sidMMu,* if Irttormr&u* Uretui’ii’ u- 


IimiHi ftpi 1 of tfcs relum.*....................... ■ 

i ob W ji tt t w of s SAcSu Tont t ory. or tny pollikul rub- 

ItoMCwilH MwM of CulumMo.. 

> ■O f lttw toured utfN tbo ftdorel V*rm Loan Act. 


ApUofareeU tad renews!*....... 

twrMco p/crobim* t«14 on IK* Idt of snjr ofBcrr of emploj 
where lire corporation U dlrertlr or indirectly • btacOrWy 


(!) Interest on indebted ores IrnurrM or oontlouod to pa/ebtM or 
carry obiiyatloor or wcuritto* t tre (otcreat upon which M wholly 

(f) A A d n u>a» ^o?iact t * Vo? bid," d«Us whichare not iocludiad to Yxiia 

(J) AdkL^toSi to*rUt rvM ii>r cun i io (coirtre! Ytcl*(w V* doUlied*)’:* ***' 


fcvooaUncaooiaa.au. (to badataUad): 


U) bi'uiuiW) 


* I'A*» tH IrtUV ■ #•••••••••••••••• ••••••«•••• • •**«•• 

It. Dividend* n»ld dutlnc tba Uubia jraar (rests i 
atock of tba corporatloo, or otbor praparty): 

(a) Data paid. CbareoUr. 

CD Date paid... Character. 

(») Bata paid. Character. 

a Data paid...... Charactar. 

dtblU to aurplua (to U dreaded): n 


eaad&a to anrptan (la bo dateOad): 


Mb Total a# LfareortoKlodoafro.. 

k Ihr^hre'aod^iSiVldaii proAU ' 
taaabia yaar (Uoa to mtoua Ll 


( 6 ) Did exactly the aame condition!, aa are eet out in tbo Affiliation* Schedules 

filed for 1927 or prior years, obtain during tbe entire taxable year 1928? — 

If the answer to this question is "no/* a statement, selling forth tbe paKi/ulars in 
which the situation has changed, should be attached to and made a part of this 
return. If there have been any change* la stockholdings, a complete schedule of 
such changes should be submitted on Form 863, Affiliations Schedule 3. If there 
are companies other than those covered by the Affiliations Schedules for prior yean 

uestions 4, 6 , or 6 , may have come Into 


l. »y means or the key letters given below. Identify the corporation's main 
Income-producing activity with one of the general classes, and follow this by a special 
description of the business sufficient to give the Information called for under each 

general class. 

A.— ■Agriculture and related Industries, including fishing, logging, lee harvesting, 
•w., and also the leasing of such property. State the product or products. B.— 
Mining and Quarrying, including gas and oil wells, and also the leasing of such prop* 
erty. State the product or products. C.—Manufacturing. State the product and 
also the material If not Implied by the name of the product. D.—Construction— 
excavations, buildings, bridges, rai lr o a ds, ship*, etc., also equipping and Installing 
same with systems, devices, or machinery, without their manufacture. State nature 
of structur es built, materials used, or kind of installations. El.—Transportation— 
pfl , water, local, etc. State the kind and special product transported, if any. 

UAt..pore ferdroy 

H6 bm W fWfBK w/j netting ihmiq oc ooi WAtcrj t icitpoonts wtwsrworiJ of powte* 
Mb—Storage—without trading or profit from sales- (elevator*, warehouses, stock* 
yards, ete.). State product stored. *4.—Leasing transportation or utilities. State 
MbS of property, r.—Trading in goods bought and not produced by the trading 
concern 8 tate manner of trade, whether wholesale, retail, or commission, and prod* 
net handled. Sales with. Storage .with profit primaiUy from .sal©*. ««—flcryico— 

domealln. Including hotels, restaurants, etc.; amusements; other professional, per* 
eonaL or teehnioal sendee. State the sendee. H.—Finance, Including banking, real 
cretsto, insurance. 1.—Coooerns not falling In above classes (a) because of com* 
btning several of them with no predominant business, or ( 6 ) for other reasons. 

Cost asms whose business involves activity falling in two'or more of the above 
gsofiral dassss, re bars the saws predreef Is concerned, should report buMnsss as identified 
with but one of the above general clas s es ; for example, concents In Aor B which also 
transport and market their own product exclusively or mainly, should still be Iden¬ 
tified with rlinrrr A or B: concerns in C (manufacturing) which own er control their 


which, applying the testa contained In 
the affiliated group since 1927, Forms 
the entire group for tlio taxable year. 

(c) Did the corporation file a consolidated ret 

year on a different affiliation basis from this return?... 
a eopy of tbe Commissioner's letter granting permisst 
under Section 142(c) of the Revenue Act of1928 shot 


8 . Did the corporation file a return under tbe same r 

Me year? Was the corporation In any wa; 

inuatlon, or reorganisation of a business or b usin esses 1 

tvy prior year since December 31, 1017?___ ftiTT... ■ 1 

* and address of each predecessor business, and the date 


Upon such change were any asset values Increased or decreased? 

If the answer I* ” yes,” dosing balance sheets of old business and opening bala nc e 
sheets of new business must be furnished. 

BASIS OF RETURN 

9 . Ia this return made on the basts of actual reoslpU and disbursements?..4-^5 
If not, describe fully what other basis or method was used in computing ncVCncome. 


X) may control or own tbe source of supply of m a tari sis used exduriydy or m 
their constructive work; concerns in El or E2 may own or control tbe source 
material or power; concern in F may transport or store their own merchand 
Re production would Identify them with A, B, or C. „ 

(a) General class (use key letter designation).^..~—-- 
. (I) Main tnoovne-producing business (give specifically the Informatlo 
for under each key lrtter, also whether acting ae principal, or i 

on commission; state If Inactive or In liquidation) . . 


VALUATION OF INVENTORIES 

10 . State whether the inventories at the begin n i n g and end of the taxable year 
were valued at cost, or cost or market, whichever la lower. U other basiawaeused, 
describe fully, state why used and the date Inventory was list reconciled with stock. 


LIST OF ATTACHED SCHEDULES 

11. Enter below a list of all schedules accompanying this return, gh 
a brief title and the schedule number. Tbe name and address of the eorpoi 
be placed on each separate schedule accompanying the return. 


affidavit v _ ■ 

«.» &2S S3.' Authority «*«*• 


president 


coaroHAT* 
SC At, 


• •• •• w----• , 

(SJ*B*4ureoI ( 


A. J. NOLAN 


Notary Public, 8t. Louis Co, Mhm. 

fllf CeuuaUsWfc figplras Jan. 39/ 
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TREASURY DEPARTMENT 

IWIWlBl HIIH VUVKI 
SUflip) 


TION IN'^M^AXRETRN 


Page 1 of Return 




For Calendar Year 1929 | 

We TM* lUtoii wilh tlw Cih rtw si ItUml Rtwaw fa Ysur District m «r Britts Muck IS, 1)30 jyfc) » yj n j 
raiNT PLAINLY COEPORATIO^fl'KAME AND BUSINESS ADDRESS 

.. ~7( 

....(\itoij..“.....yj.’.Th.yij. ^ f 



Stamp) 


OKntl so*J smttUi) CJ ( 

.. 


• • »W« S*cT*,At,<> •■»•• • 

(l‘i«roftw«Bi1 n<*ui 


Elm P« ym w>> 


d_ 

/\ Kind el Business i 


DaU of Incorporation . (,7.&.2 . Carrfi.- 

Un der the L ai ct of what State or Country ... . A*...•'• . 

Qir^r. .lyg.... Is This a Consolidated Return of Two or More Corporations? 

GROSS INCOME fi 

nufacturing, Lose Returns and Allowances. • »•••••••••*•• » —•> « a m «»tM ^ ••.•••.!.., .?./. /J.sk.?. | ! 


*7 


JtsTii, gross income 

1. Gross Sales from Trading or Manufacturing, Less Returns and Allowances. 

2. Leas Cost of Goods Sold: 


I (o) Inventory at beginning of year... -----$....“. . 

I (5) Merchandise bought for sale..~.... V 

(•) Cost of manufacturing or producing goods (Yrsei getMOuto A).. . ....Aft &.£. / 

(di Total of lines (s), (6), and (c)....._ I_ * 

(e) Less Inventory at end of year........ ..I.X. . .....4.3 .7..?.*f. £r 

ft. Gross Profit from Trading or Manufacturing (N<Qyi&Inus Item 2)...-.... } $... Li 

4. Grose Profit from Operations Other Than Trading or Manufacturing. (GuumwicI Isomm): 

(a).. ... . . . .; 


0. Interest on R a nk Deposits, Notes, Mortgagee, and Corporation RoncU-rvn 


... Aetu\£4\ 


4 Renta_-; 


T. Royalties____ ___ _—- —.—?***•• 

ft. Profit from Salo of Real Estate, Stocks, Roods, and other Capital Assets (TrwaScUduUD)^.— -... 

0. .Dividends on Stock of Docnestio Corporations. - H.i .M M i s ssssssesss ssj^ss! M SSSSS SSS M « m mm • •mrnm mmmm* 

10. Other Income (Including dividends received on stock of foreign corporation*), (suunatauor imsim): 

^ * 

• V 


Total Income in Itkms 3 to 10. 




DEDUCTIONS 


12. Compensation of Officers (RmieMokC). 

13. Rent on Bosinoos Property- 

14. Repairs (Tnca Scbedota D)—-- 

lft. Interest- 

10. Taxes (Tam aotwdaN «) - --— 

s 

17. Losses enwa BcbsdoN T) ---— 

18. Dad Debt# (Tram Sebsdals 0)—... 




vyJLy 


X ■ ! 


10. Dividends (T/w Msioli H).................................................. ...... 

20. Dsprecfatloa (resulting from exhaustion, wear and tear, or obsolescence) (Tran ecbsduis n... 

21. Depletion of Mines, Oil and Gas Wells, Timber, etc. OubnJt Kb«duk, InctrucUos ?:>-- 

22. OtbB f 6wte0ci>« Not Reported Above. (Xtpwia below, o» «a wptnUa »he*t) t 

(s) Salaries and wages. QM tndmt«t la HtmMAor It abort). .. . .-.—. 

(A) Net Loss for prior year, leutaut tctwdu*)——...... 

(t) .—.. 

(if) ,,,,......... • 


.4/ 

. 

.I.i. 

I .1.4. 


... 


Total Deductions in Itxns 12 to 22... 
Krr Ikcoms (Item 11 minus Item 23)...... 


COMPUTATION OF TAX 


25. Net Income corporation* *. &&& 29 ^ If'^Unwraoo^bmcrik'corporation is less tlrnu 

**' SSESfiSStfS!!. ^ ^ mm. enter tho amount ov.rC 25.000 - 

*7. _ (Item 25 mlnue Item SO).. . Total Tax (Item 28 pin. Item 2d). -........ 

ftl Less: Income Tax Paid at Source.- (This credit can only bo allowed to a nonresident forotgn corporation)...... 3. .-T. 

_ . . . m * a_ __«9 41 I... a .1 a,maaIIa AA»i\<\»af Inn /ana ImA 07) ....T. 


±J ! / 

.J$ 

1$ .„ 

“-- -y 

_L.I. ?M* m. 1 

itlinn 4. 


is 72 , / 


82 . Income Tax Paid to a Foreign Country or U. 8. poeeesalon by a domcotio corporation (sco Inst. 27).(. ..—.1- vv , .^. . l r. 

88. P ft g»ww> nt Tax (Item 30 mitim Items 31 and 32 ) ..... • -• - t| 

A* amsi^ded return must bo marked "Amended" at top of return Checks and drafts will be accspted only if p«)W>l>nCa 


3? 


Alworth-Washburn Co 
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11 lit i unr 


L-RECONCI TIOM OP NET INCOME AJ ANALYSIS OF CHANCES IN I PLUS 8 ot ««“«• 


I. N*» Imoom tnm Item K pus I of tbo manu^..... 

t Nonuxsbto boom* 

(•} Utmtt on obUnMoa* ol • 8UU. Territory, o t My poUUool 

•ubdlvUtoo Umtoo I, or Lbs DMrlrt of Coluwbto. 

0) lotomt m mcueHVm Iku« 1 under tho rodorol Ftni Lou 
A to, w undor wc6 A to M MBoodocU . 

(0 tatoroMoaoUlcoUoMo(UMV«iUd8UUoortUpoaHoik>ni.. 
(d) Dfrfcknd* d*tu«Ubte u&uor SoeUoa tX*i of tbo Rotmw 

Act of 1MB—. 

(0 Itoooodtof UltlaaurutoopoOMoopoJdopM thodootbof tho 


* (0 Othot Itona of n e nt u s N s (aeons (to bo dsuiled): 


n>- 



t'lyilloraW* Oeduttlotu. 

(•) I*.->n himv, crsiuiftsi. onl tennibnllon*. 

(*> Iocodm # 0 ) Inof.u Urn* pud to (h« rolled BUM, tod to 
OVidi Of well late* i^U'l to IU potnastioos or forties toun- 
Oita ut a/* cUlnie J at a orodii la I tain n, pa«t I of ll» 
ft turn...... 


(<) Fadtrnl laira paid oo Ui-fVea ooTtoaol boodi,. 

(O fc|>«;»l Itnprovtinrnt U«e* Wbdln* to Inttaiuo tbo valua of 

the t>ro|«rty asv&sad. 

W Furniture aivl fixture*. additlona, or batuimaou traatad at 
aipantaa on tbo books.... 


.———.~...r|.. 


A Cbartaa Sfxlaet raaorva ter bad debts, U Itam U, pao I of return, 
it boo an addition to a natru.. 


(J) Replacement* end rt newels. 

<f) Insurant* premiums paid on tho Ufa of any officer or am- 
ptoyaa wbera tba corporation it directly or Indirectly a 

beneficiary. 

(0) lntarett on IndabterfMaa Incurred or rooilnuad to purchaaa 
or carry oblintlona or aaruritlca tha fnirrwt upon which 

Is wholly aiampt from taiattoo.I 

CO Additlona lo raaarva tor bad dabta which ora not Included 

la Itam U, poga I of return. 

(/) Additions to raaerras lor coo Uagaocfce, etc. (to be detailed): 


A Cbartaa acnlaMrcaatraa lor oonuagaociaa, etc. (to U datailad): 
(a).. 


(t) Other unallowabU daductiona (to bo dctailod): 


W- 


A Total of Lfnse 1 to i, taeteiire. 


3-* tf- 


A Total from 14m It 


7. Nat profit tor yaar, at shown by booka, before any adjustment* are , 

Bade thereto (Lina * minus Una *)...A...*. „j± **.* Ip 

\ bwptea and nndfrldod proflU aa shown by balance sheet at ctoee 

of pnoodias taxable year_____ *f 9 L t tf 


,44. Total ef Una 1A. 

1A Dividends paid during tba taxable year (state whether paid in 
cash, stock of tba corporation, or other property): 


J.hi.l. L4i\ (a) Dote paid.- Character . A . L..'Z*. 


A Other cradlu to aurplaa (to be detailed): 


(») Data paid_ 

(r) Data paid- 


-Character.. 


Character. 


-1..4... 


■ •.......... 


1A Total of 


7 to •, tnctuairo... 


IA Total bam lino 17. 


J< /aft 7. 


(f) DaU paid.. Character. 

1A Other debits to ■orpine (to be detailed); 

/ Ca)j^i 


3\9 9*Ur/ 


7A Uytassd undivided profits ee shown by balaneaahoatot oboe 
of taxable yaartLIoo 10 minor line 111 ... 


17. Total of UnaaU and 




2s. 


KINO OF BUSINESS 

tbe I®7 letters given below, Identify the corporation’s main 
income-producing activity with one of the generat-ctewco.-nnH follow this by a 
special description of the businees sufficient to give the information called for 
tinder eich general class. 


QUESTIONS ^ 

PREDECESSOR BUSINESS 

it's main . 6. Did the corporation file a return under tho —"v* nwrrv> for the preceding 

Bdled* for taxable year? —.llte/.. Was the corporation in any way au outgrowtn, 
result, continuatioiMor reorganisation of a business or businesses In existence 


A. Agriculture and^ related industries, Including fishing, logging, Ice harvest* during this or any prior year since December 31, 1917? If answer 


lag, ete., and also tho leasing of sueh property. State the product or products. 
*•—Minlrg and quarrying, including gas and oil wells, and also the leasing of 
sueh property. State the product or products. C.—Manufacturing. State 
the product and also the material if not Implied by tho name of the product. 
®* Construction—excavations, buildings, bridges, railroads; ships, etc., also 
equipping and installing same with systems, devices, or machinery, without 
their manufacture. State nature of structures built, materials used, or kind of 
installations. El.—Transportation—rail, water, local, etc. State the kind and 
special product transported, if any. E2.—Public utilities—gas (natural, ooal, 
or water); electric light or power (hydro or steam generated); heating (steam or 
hot water); telephone; waterworks or power. ES.—Storago—without trading 
or profit from sales—(elevators, warehouses, stockyards, etc.). State product 
stored. E4^~Leaslng transportation or utilities. State kind of property. 
F.—Trading in goods bought and not produced by tho trading concern. State 
manner of trade, whether wholesale, retail, or commission, and product handled. 
Sales with storage with profit primarily from sales. C.—Service—domestic, 
Including hotels, restaurants, etc.; amusements; other professional, personal, or 
technical service. State tho service. II.—Finance, including banking, real 
estate, Insurance. I.—Concerns not falling in abovo classes (o) because of 
combining several of them with no predominant business, or (6) for other 
reasons. 

2. Concerns whose business Involves activity falling in two or more of tho 
above general classes, where the some product Is concernod, should report busi¬ 
ness as Identified with but one of tho above general classes; for cxamplo, con¬ 
cerns in A or B which also transport and market their own product exclusively 
or mainly, should still be identified with classes A or B; concerns in C (manufac¬ 
turing) which own or control their source of material supply in A or B and which 
also transport, sell, or InteaU their own product exclusively or maiuly, should 
be Identified with manufacturing; concerns In D may control or own tho SuUrce 
of supply of materials used exclusively or mainly In their constructive work; 
concerns in El or E2 may own or control the source of their material or power; 
concerns In F may transport or store their own merchandise, but its production 
would identify them with A, B, or C. 

3. Answers: Q 

(a) General class (use key letter dcsignatloD).___ 

(&) Main income-producing business (give specifically tho Information 
called for under each key lotter, also whether noting as principal, 
or ao agent on commission: state if Inactive or in llauldat(on) 

#»»», »> * M O m « >SI»S • m m m ^ «.«» ^ »»»k ». mmmm »» »»... .11. ... 


l» "yes,” give namo and address of each predecessor business, and the date of 
the change in entity. ---... 


Upon such change wore any asset values Increased or decreased? ....k'TT.. 

If tho answer is "yes,” closing balance sheets of old business and opening balance 
sheets of new business must be furnished. 

BASIS OF RETURN 

7. Is this return made on the basis of actual receipts and disbursements?. & 
If not, describe fully what other basis or method was used in computing net 


VALUATION OF INVENTORIES 

8. State whether the inventories at the beginning and end of the taxable year 
were valued at cost, or cost or market, whichever is lower. If other basis was 
used, describe fully, state why xised and the date inventory was last reconciled 

nith stock. 


LIST OF ATTACHED SCHEDULES 

0. Enter below a list of all schedules accompanying this return, giving for each 
a brief title and the schedule number. Tho name and address of tho corporation 
should bo placed on each separate schedule accompanying the return. 






AFFILIATIONS WITH OTHER CORPORATIONS * 

tut INSTRUCTION M \ 

4. Is this a consolidated return of two or moro corporations?. 1 :...^%.. . . .... 

If so, procure from the Collector of Internal Revenue for your district Ponh Ml, ..... 

Affiliations Schedule, wbloh shall be filled in, sworn to, and filed si "part pi tills 

»ium. *. m* 11 m .»d M>, mmx .. •/? * - ; . —.— 


5. Did thp corporation file a consolidated return for )lu> jlreondlng taxable Tho corporation’s boob aro lo cwo of 1 .....'.;*.%?.. t ... 

year? ^.5' s~uim Located at.. 

• . ^ /.. 


worth-Washburn Co 



























































ifkM* 


AWofST 




Salaries and wage*.. 

Material and supplies.. 






• •••• -• »«••»••♦*•« 




2rt+ ( ti+*4K . 

r*»< 


!! /( LUf7* -9 3*M 1++* *il7. 7si 






awoixt 

(Knkr a' I(<(u X) 


MM*.. 


to.. 


SCHEDULE B—PROFIT FROM SALE OF REAL ESTATE, STOCKS. BONOS, ETC. (floe Instruction 8) 


1. Kuco or Pmorutrr 

-•ri 

a. Uatk AcstiRkD 

.•Artti-atL-r’; . vta 

3. Amount Juxuvm* 

.‘••jwri - --- i■vr^'Fi 

4. DrrarmTinN 
Auowmi Kt\ic 
AOUVLtlTION 

ft. CO*f !>« VAU'tS 
is or MiHiu 1,1311, 
WUItUKVth (ihl'ITMl 

t xt ^javviutwvrnaRWf 

6. Si MfQViXT 

IurkOVSMKHTS 

1. Krr I’nor 
(fc'Dtcr u lieu 

rtarw 

If 

•) 



8. 


$... . 


8. 


$..... 


$. 






* 

t 





















. <~Ti 









. ... 

.. 


i "\ 







State how property was acquired. ..... 

SCHEDULE C—COMPENSATION OF OFFICERS (See Instruction 12) 




ft* 
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State how property was acquired. 


SCHEDULE G—BAD DEBTS (Sec Instruction 18) 


SCHEDULE H—DIVIDENDS DEDUCTIBLE (Seo Instruction 10) 


L Yus 


2. Pitts O* 
ACCOVKT 


I. Bto Dbbts 


1. Name or Coarotunott 


A no vsr or UirmtsM 


3 . Domestic 


1025.__ 

1028 

8 . 


S * . 

1 

I 


8 . 


8 . 

• 

1027 . 


AS 



••••M•*•••••••••••••••••*••••••••••••••.*•••••••••••••••■».•* 
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1AM 
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dm OMr,.»•«•••• «•••• •••• •• •••*•• •• 

1020. 


ntt/vriAiv pao nrDDrriATirtK] (Qaa T«.i*>ha< 

l,. n OA) 

1 




3. Foreign 


1. Kihd or Paorrsrr 

(UboOdlrts, lUU msUrlal oltUth»o«<nt'<.'ti 


&8BBs 

Alworth- aohburn Co* 

vs • 

l)ovl^ U .urn«»t* r»»m*Af» 


tiT- 

l. DATS ADQtmtO 

j- 1 * — 

4 . Pkobakls l.trs 
AITSS ACyl'IRKMIMT 

8 . Cost ok Vaivk 
as or M a ken 1 , 1 'il.t, 

Wdk’BKVSH (IKRATI.R 

(Ki<-luslv* o( land) 

Amount or DsrarrMTioN CnASoso Orr 

t. Aos Whin 

ACQVUJUJ 

C. Provloui year* 

7 . Thl* year 
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AFFIDAVIT 


niidt ri‘nauror -<if t4m-corporation. fur which tills return is matin. Inin« severally duly .sworn, each for himself <lc 
I Stmn fnc S ni E , 2 myhSSduloa and statements, lias been ovainlnetl by ^anuH, tu tl.e best of hl. knowlctl^and be 
o it:turn roudo in kw»' 1 fu.th, fur tl.o taxablu^iar stated, ^unuwnt to tho Revonuu Act of 102S a-.nl the n^lajloj.3 Issued thcrc/&£ 

of ., IWO. 


We, 
that this 
eotuplcto return rondo in good 


<Ic|kmc8 and says 
belief, a true and 


NOTARIAL 

KAL 



Sworn to and subscribed bcfniu unjAljl-s. 
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Attach a separata »h**t If *nv of th* abov* schedules do not provl 

A. J NOI.AN 

No^y I’cb'ie S« Lei*i* Co., Minn 
By Cojo.h.jjioi* i...pno« Jda, au, IbHl 



Alworth-Wasbburn Co 

















































































Form 1 ISO 
TRKABl'HY department 

IX1CHX4L ItlUXl’B fllftVK* 
(Auditor** Stamp) 


2.r 


CORPORATION INCOME TAX RETURN 

For Calendar Year 1930 

RU Thii Return with tla Colkrior of Iirftnul Rmnut for Your DUlrlct on m B«for* Much 15, 1931 
PRINT F1.AINLY CORPORATION'S NAME AND BUSINESS ADDRESS 

^WOiiTH-WAaHftUFiH.COMPAKY,.. . 

(N'«ra«) 

.l6o.Q..AXwQr.th Building. 

dimet ana number) 


■»_••*•»««*•••• 


iSirwt an<) number) 

Duluthp Mi.nne apt a,. 

. _ _ . __(Yo»t om<-*> an notate) 


Date of Incorporation _ .1907. 

Under the Louis of eohat State or Country .UlUXlftflQta.. 


Page 1 of Raturn 


FiU 

Cod*. 


Serist 
Ntsnber. 


Dbtrkt. 


(Cuhlw't Stomp) 


Co ah CRocfc M.O. 

Pfaat Payment 


Kind of Businejs 


16 


1. Grow Sales from Tradirytn -p/% /%/% Lcm Returns and 

up ...Knufacluring, $..70.# AQW.f.CW..Allowances, $...•.j Net Sales... 

9. Less Coat of Goods Sold: 

(n) Inventory at lieginnhig of year. 

(5) Merchandise bought for sale_ 


Is Tkis a Consolidated Return of Two or More Corporations? lo._If so, How Many? 


GROSS INCOME 

Leje Returns and 


It-.-. 


.-fr—~ 


,c) Cost of manufaeturing or producing goods (From Schedule A): 
Salaries and Other /%q„ a 

Wages, $-: costs, «<a.7.Qt O 


(d) Total of lines (a), (6), and (c)_ 

(«) Less inventory at end of year. 


% 





.6.2 

1*. 

JxZ. 




9.84, 


984 . 


Iill 

35 


u. 


3. Gross Profit from Trading or Manufacturing (Item 1 minus Item 2).. 

4. Gross Profit from Operations Other Than Trading or Manufacturing. (But* route* of ineom*) 

(«>.-.-.. 

0>) —..... 

5. Interest on Bank Deposits, Notes, Mortgages, and Corporation Bonds... 

6. Rents........... 

7. Royalties........ 

8. Profit from 8ale of Real Estate, Stocks, Bonds, and other Capital Assets (Froro «Ah«dnun>. 

9. Dividends on Stock of Domestic Corporations........ 

10. Other Income (including dividends received on Stock of foreign corporations). (suu nature of Income): 

^... 1‘'(TS* BWt>-Of -A X-AP.P-^kS-- 

<*».M&KII 

(c) I aomituo in tVIUlNCt 

Total Income in Items 3 to 10. 1 ... ^ ^ ^ 

, 'ptTltVsKCB’S.7""“ 

DEDUCTIONS I EXHIBIT_ 

12. Compensation of Officers (From fichedulo C).... 

13. Rent on Business Property.......... 

14. Repairs (From Sctrodle D); Salaries and Wages, $..; Other Coats, $.; TotaL 

15. Interest. 

10. Taxes (From Schedule E). 

17. Losses (From Schedule If) . ... 

18. Bad Debts (From Schedule O)...... 

19. Dividends (From Schedule H). 

20. Depredation (resulting from exhaustion, wear and tear, or obsolescence) (From ScheduleD.. 

21. Depiction ot Mines, Oil and Qas Welle, Timber, etc. (Submit •chedule, m* instruction *0.. 

22. Other Deductions Not Reported Above. (FvnlUutHtow, otou MpanUaheet): 

(o) Salary's and wages. (Not Included lu <!«o s, u, or It xtmo)... 

(b) Net Lo3sfor 1928-1929 (Submit acheduD). 

( c) Audltin(|r. 

^Uleccl laiiGou 9 

(«) .. . 

23. Total Deductions in Items 12 to 2 j . 

24. Net Income (Item 11 minus Item 23).......- 


k— 


98 


62 


35 


3.80. 


9M 


195 


.JR. 


17.2 


00 


35 

65 


.261 




l.P.02.87. 


. 1 . 


m. 


9- 


Zl&i 


36 


1 


35 


067. 


91. 


m 




54 


37 


COMPUTATION OP TAX 


25. Net Inrorm. (Item ?4 above). 

20. Less Credit «>f S3, 090 (for a domestic corporation 
having a n. t income 


r- 


27. Balance (Item 25 minus 


of Teat than $23,otiO_ . 

s Item 20)..Jfu. •— 





28. Ineomo Tax (12% of Item 27).—--- 

29. If net Income of domestic corporation is loss than 

825,300, enter tho amount over $25,000-... 

80. Total Tax (Item 28 plus Item 29)-- 


31. Less: Income Tax Paid at Source. (This credit can only be allowed t.o a nonresident foreign corporation) 

32. Inoomo Tax Paid to a Foreign Country or U. S. possession by a domestlo corporation (see Inst 

33. Balance of Tax (Item 30 minus Items 31 and 32)...... 


tion).$- 

27) • 

• w * )*•***» »******»*l»—»«>** 


T-tfira: 






4 Iti 

TUBTIflU 


SOI®! 




"s=BSar 


]88 


An amsndsd rstum must be marked “Amended” at top of return 


Checlte and drafts will be accepted only If payable at par 


David Burnet Com. & C 
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Pago 2 of Roturn 


SCHEDULE K—BALANCE SHEETS (8eo Instruction 48) 

^g .'a nr tftg.r ? itt a anoi c at 

DSOINXtMO or Taxasu Yiu 


z «»• 




ASSETS 

1* Cftib ■•*»*•'»«• • »*» 

2. Notes receivable----..... 

8. Accounts receivable..... 

Less reeervo for bad dobta 
4. Inventories: 

Raw materials. 

Work In process. 

Finished goods.—, 

Supplies.. 




6. Investments (nontexable): 

Obligations of a State, Territory, or any po¬ 
litical subdivision thereof, or tho District 

of Columbia____ 

Securities issued under tho Federal Farm Loan 

Act, or under such Act as amended- 

O bligati ons of the United States or its pos- 

0. Other investment!: 

Stocks of domestic corporations_ 

Honda of domeetio corporations_ 

Stocks and bonds of foreign corporations_| 

All other investments or loans. 

7. Deferred charges: 

Prepaid insurance_ 

Prepaid 
Another 


a Capital assets: 
Land_ 


Buildings. 

Machinery and equipment... 

Furniture and fixtures- 

Delivery equipment..~- 


Lees reserves for depreciation. 


*. Patents. 


10. Good wfltx—Co»t~p3C~XnB t a llB icn t— paIe|Bl25 

11. Other assets (doseribe fully): 

-fwtallaoRt -So t «a ft «cglya fie- -1-96 

~1' o mi 8—tO"‘St0'6)ihoW8r'8' — *—***** -*163 

■/rHjt* ida44 ng- vl4#n4«--....... ~-.._-.-432{. 


Amount 


$ . 


8 - 


$- 


as 


969 




08 


.360.(X 

-5-26 -6( 


12. 


Total Assets. 


LIABILITIES 

13. Notes payable (less than ono year)--- 

14. Accounts payable- 

10. Bonds and notes (net secured by mortgage)- 

16. Mortgages ((Deluding beads and notes so secured). 

17. Accrued expenses: 

Intercut-- 

Taxes.—-- 

All other..— 

18. Other liabilities (describe fully): 

-Salftfl-- 

19. Capital ateck: ' " 

Preferred stook (less stock In treasury)- 

Common stock (less stock in treasury)- 


20. Surplus- 


21. UnriiTlrtgfltprpOlKD App»*Ql*.HOR-flVlXpliM.t.6.V...93r...^ 


r.r.:.T 


..194-m .c 


..so.b...op.p..m . 




Tots) 


40 


Id_ 


22 . 


Total Liabilities .. 


....1 ^*“*** 


3x9 


9BLJ8: 




X8 


Kxo or Taxacui Ysas 


Amount 


1 

.0 


.-1 




• ••••A* - * ] 


...38 

...69 

♦65. 




ToUl 


». 


36 pt70- 


ia. 


6 2 98*73 


.180. 

3*9. 

384 


QC 

ji 

ii 


392-7.2b.-CS 


_5.60.00(0.. 




9 $ 184 


M.1.86 


PYJi 


0) 

id) 


J0( > 006 o ) 



69! 


J 


73a. Q99 




I 96 


62 


80 


ft* 

o 


WW- 




J6.9. 


00 


jOdOOdOO 

35 7yrwx 


Remarks-— 
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SCHEDULE L—RECONCILIATION OF NET INCOME ANN ANALYSIS OF CHANCES IN SURPLUS 


Page 8 of teetum 


• 

1 «U Itu. «i au. 1 ml li. MttUfl ... . 

V 


>32.. 

91 

ia 

(a) Poaattans. tmukias, amt ece tribe ttaaa-.. 

0) Income and preflU tsaaa paid to tbo United States, and 10 
ittuob ef Mob taut paid to Iti poMWloaa or foraitn com- 
trim 4i in ekixaed m t eredil la Item W, pH* 1 ot U* 



ww 


(a) Ufctfwi oa obUettkns of a 8tn*a Twrttory, or Mr potttfcai 
subdivision thereof, or tbo PMiiS of Oohuablt.... 





• 

94 lottrwt oa Mcurttks bsu*4 under tbs Fodwal turn Loos 
Act, or ondor mob Act M -—. 

(r) lBWrw«ooo>Ua>tlonooftbotTi>asdStatwcrltopimiiriini.. 
<d) Dividend* dodoetlbl* unrtor Section M(p) of tbs Roraroo 
Act of IN*.. 



. ft 





—— 





(r) F*d«r*l Uxa* paid oa tax-free ooraoant booda.„. 

(0 Spectri Improvtinenl tax** lendln* to Inc***** the value of 

tbo prof«ty ataaaaad— .— . 

tO turalturo sod fisturaa, additions, or bottoru«atotra*todaa 

M l>» t»M>« - . _ 


..r 


tr 








mm m 



* 

* 





(0 Proceed* of US Insurance poikiot paid upon the d**tb of tho 












** 











(/) BopUroroont* and rooowala_______ 



sw 


(/) Other Haw* of nonlMstdo locomo (to bo d*taHed)i 

(j) .... 





(f) lanranoa proolama paM oa Uto Ufa of any oOew or ooa- 
pioyto vboro lb* corporaUou fa dkoetly or indirootiy a 
broadduy. 



sow 


/ 



• 

— 

(b) laiaroat on tndobUdaoa tnourrod or oootbmod to purctusr 
or carry ebUtatioos or mcuHUm tbo Intorort upon vbioli 
la vbofly oxnopi from tauUoo_ ..... 













•— 

0) 



— 


(1) Additions to nstrvo for bod dobta which aro not Ladodcd 
in Itsm ft, pa** 1 of return.... 














a Chart** ***intf r***rre tot bad debts, tf Item 18, pot* 1 of return, 
t* aot an addition U a reserve— .... 



0 


(/) AddlUonatorotrroafarooeUpsooclca, ate. (tobodcUUcd): 










(l)„ ... 




* 

a Cb*rt*> agalori newts tor cooUntsaciaa, *to. (»o b* detaflad): 










(•) — _____........... 



m 

0 











(9 



— 


w 



— 


(1) Olhtr onsllownbU deductions (to bo doUJlod): 





W— 



#P 




- 

- 

a T04I of IJm* 1 to 4, ioefaudre......_.... 

» 

A5 

03*. 

r- 

37 

rtt ... .... __ _ 




- 

a Total Cron Lino 14..... . „ 








7. NatproOt far y«*r, as shows by boaka, bate* say adJaNoKnUM* 


-35-. 

032. 

37 

99 

14. Total of line 11......_ 

$. 


7 ~r 

mad* therein (Ltn* » Minus lino •) _ __ 

a. 

1A Dhrtdoado paid daring tbo taxable year (atats whether paid In 
cash, atoeb of tba corporation, or othar property): 

{*) DaU p»*d _ _ tUmwOr QfiSlll 





a Surplus and undivided y**AU as Shown by bolaooo tbcat at elooo 
of prenadfaf - - - 


„5 

055: 


3P 

826 

.45 

a Other credits to mrphia (to be detailed): 

(•) - - - . - . , , 


.r- 

(1) DU* paid__ . Cbarariw .. 



- 






(4 Ptb i^1 — __ Character _ 





n\ ... __ 



um 

— 

(f) IHt* paM. Cktnttv - - -.- 




- 

(4_ 




- 

1A Otbor doMtataaorpfcu (tab*totaled): 

(.>lederALInooEfi.TiX 1929 



.965 

-7.2 



.40.. 

.OfiS. 

91* 

36 



IS VnairfUMt^^hdadn - . 

1 _ 



. 







- 

IL Total ton Un* 17 _ _ ... 



2L 

. 





ML *Urplutaa*undrrlSi**ra*tiM ibarra by bilanwaabiilntolaoa 
ef taxable year (Ido* Maetaas Mae It) .. J 

1 - 

4 . 

274. 

15 

W ■ ■ ....—-- 

». 

j&l 




KIND OF BUSINESS 


1. By means of tho key letter* given below, identify the corporation** main 
income-producing activity with one of the general chases, and follow this by a 
■pedal deeeriptloo of the bueineea sufficient to give the information called for 
under each general class. 

A. —Agriculture and related industries, including fishing, logging, lee harvest¬ 
ing, etc., and aiao the leasing of such property. Mate the product or products. 
B.— Midng and quarrying, including gaa and oil wells, ami also tho leasing of 
■uch property. State the product or products. C.—Manufacturing. State 
the product and also the material If not Implied by the name of the product. 
D.—Construction—excavations, buildings, bridges, railroads, ships, etc., also* 
equipping and Installing aame with systems, devices, or machinery, without 
their manufacture. State nature of structures built, materials used, or kind of 
installations. El.—Transportation—rail, water, local, etc. State the kind and 
special produet transported, if any. E*«—Publio utilities—gas (natural, coal, 
or water); electric light or power (hydro or steam generated); beating (steam or 
hot water); telephone; waterworks oar power. El.—Storage—without trading 
or profit from sales—(elevators, warehouses, stockyards, etc.). State product 
stored. EL—leasing transportation or utilities. State kind of property. 
F*—Trading in goods bought and not produced by the trading concern. State 
yn**"** ef trade, whether wholesale, retail, or oommlsrion, and produet handled. 
Sales with storage with profit primarily from tales. G.—Service—domestic, 
including hotels, restaurants, etc.; amusements; other professional, personal, or 
technical service. State the service. EL—Flnaooe, Ineluding banking, real 
estate, insurance. L—Conoerns not falling in above dames (a)' because of 
combining several of them with no predominant business, or (h) for other 
reason*. 

2. Concern* whom business involve* activity falling In two or mom of tho 
above general els sees, where the sow* product 1* concerned, should report busi¬ 
ness as identified with but one of the above general classes; for example, con¬ 
cerns In A or B which also transport and market their own produot exclusively 
or mainly, shook! still bo identified with pluses A or B; eonoerns in O (manufac¬ 
turing) which own or control their source of material supply In A or B and which 
also transport, sell, or install their own produet exclusively or mainly, should 
be identified with manufacturing; eonoerns in D may oontrol or own the eouroe 
of supply of materials used exclusively or mainly in their constructive work; 
eonoerns in El or E2 may own or oontrol the source of their material or power; 
eonoerns in F may transport or store their own merchandise, but its production 
would identify them with A, B, or G. 

8. Answers 


questions 

PREDECESSOR BUSINESS 

0. DM the corporation file a return under tho aame name for the preceding 
taxable year? .XfiJBL_Was the corporation in any way an outgrowth. 


(•) 

<*) 


_ 

General clam (use key letter designation)-—-L 


Main Income-producing business (give specifically the information 
called for under each key letter, also whether acting as principal, 
or as agent on commission; state if Inactive or In liquidation) 

.lna.c.ti.v.e..-.. P rln.c.lpa A—- 


result, continuation, or reorganisation of a business or businesses in exlstenoo 

daring this or any prior year since December 31,1017? -5ft-- If answer 

La "yea," give n*nu> and address of each predecessor business, and the date of 

the change in entity.-“•••- 


Upon such change were any asset values Increased or decreased? ..7.- 

If the answer 1* “ye*," closing balance sheet* of old businees and opening balance 
sheet* of new business must be furnished. 

BASIS OF RETURN 

7. Is this return made on the bad* of aotusl receipts and dIsburaement*f5TftB-- 
If not, describe fully what other basis or method was used in computing net 


VALUATION OF INVENTORIES 

8. State whether the inventories at the beginning and end of the taxable year 
were valued at cost, or oost or market, whichever U lower. If other basis was 
usod, describe fully, state why used and the date inventory was last reconciled 

with stock. - 9. - 


yST OF ATTACHED SCHEDULES 

0. Enter below a list of all schedules accompanying this return, giving for each 
a brief title and the schedulo number. The name and address of the corporation 
should bo placed on each soparato schedule aooompanying the return. 




Vo 


AFFILIATIONS WITH OTHER CORPORATIONS 

---MS INSTRUCTION M T- 

4. Is this a consolidated return of tiro or more oofporatioos?- 
If so, procure from the Collector of Internal Revenue for your district Form Ml, 
Affiliations Schedule, which shall be filled in, sworn to, abd filed a* a part of t}ds 
rptura. See Article 13 (c) and (tf), Regulation* 75. '. ' 

6. Did the corporation file a consolidated return /ct the preceding taxable 

year? 










The corporation 1 ! books are In oaxe of. 
Looatod at 




David Burnet Com* & c 
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I*ag© 4 of Return 


IftMS 

Amount 

Iran 

amount 

(Ester u iteta fe) 


9 —/.. 



# 


And ^npplios*»•«. 

... Ixit ftl .. Sa iUt .. jp.rJl .c e ..SS 68 j. 838 .e.Q Z . 


. 

.... 

««eeee«eeeee*e**ee«Mee«ee*«MMee»eeeeeeef#eeee*e*e*ee 


. 

.X 930 ... 1 A 



• •»•••*«•*•> *****•**%*-*••• *v« 



•••» i*« • « •«•*« «••••••*«• •« ••••••« #« •• •• #• •• 

. 1 (>. 671 M of total cgat 

•••••••«•• 

L.f 


»•»•••#«••«**•#*»•••«. , 

***************••’•**♦•*•*•»*•*••*•••« acSMvaaA> 

***•••♦•••e 




..aJ 

.*...... 




1 . Kina or Ptomn 

1 Din Aoquuid 

t Amount Biaxjuo 

4 . DcrSKUTION ' 
Allow a bln SlMCS 
AOQVUmOM 

I. Cost os Vuqs 
as of Man i, mil, 

WmciiTii Otunt 

C. flussscucmr 
lursoviuun 

r. Nwt Psorrr 
(Ester ae Item f) 





9 _. 




« 


a 


•••••»•••••••• ••••• ••••••••••■*••••••«••• *•••••• «■»»«.«« • 












. 

. 





* neMlWMMsspee 

-- 

MMMSSSS 


• •• • •• • •••••• ••••• * 










Kona 



State how property waa acquired^.-.. 


SCHEDULE C—COMPENSATION OF OFFICERS (See Instruction 12 ) 


1. Nui or Omni 


a Otfr»>. isii« 

S. Tims Dsvoras 

j flatus or Stock Own bo 

S. Amount or 


to Boassss 

4. Common 

A Preferred 

CourcmenoM 
(Ester as Item 13) 





$ 









• 




** 














*fT~~-rTtiins*si)iiiiiii 



Kone 



SCHEDULE D — GOST OP REPAIRS (Sse Instruction 14) 

SCHEDULE E—TAXES PAID (See Instruction 10 ) 

Utm 

_ 9. Amount 
(S afer as Item 

i© 

L Irens 


Salaries and wages _ _ _ _ 

9_ 


Money A Credits Tax 

. I 2 ? 

41 




Oregon Annual License 

200 

M 





" 329 

41 





. 








—V- - ^- 1 - 4 -iu.«ewu«.f.ui.n.rs.ih,i r 1 *• " 1 1 

_Kon< 

— <• 





L Kara or Fxomrr 

1 Dtn Aoouiud 

S. Cost os Veius 
as or Maks 1, Nit, 
Wsruvn OUUTU 

4. flUSSSQUXXt 
iKTSOTSKUra 

a Dsrucuuoa 
Allow a sue sneca 
AoqnamoN 

a IKSOUKCS AID 
BALTAQB VALUS 

7. Didpctulm loss 
(E ater as Item IT) 



9— __ 


9 


f. . 


9 _ 


a 







































rrT ... ,,, rr 


_ Tr T _ 



_ 


_ 


None 



State how property was acquired. 


SCHEDULE G—RAD DEBTS (See Instruction 19) 


SCHEDULE H—DIVIDENDS DEDUCTIBLE (See Instruction 10) 


1 Yen 

a 8 A US OM 

Account 

1. Dad Dun 


Amount or Ditto utm 



EDsautls ] 

L rwalsa 

1926.. 

9—_ 





9_ 

. 

a 


1927__- 








. 

1928—______ 







— 



1929.... 







• 


1930.-. 


». 

.Tone 


# ,,, . ..■nmmirimmimi ■■ i i ■■■■■« n 



Kona 



SCHEDULE 1—EXPLANATION OF DEDUCTION FOR DEPRECIATION (See Instruction 20) 


1. Knro or Paorrarr 

(If buDdinge, eUte maUrisl of which constructed) 


1 A Am iTvsw 


a Cost oa Valub 

Aa or Mams l hu, 
Wnaim Otune 
(Esotuelre ct Lead) 

Amount or Darasounoa Cmoas Orr 

9. DATS AOQUEUD 

Aoqoiaaa 

At ram AoqotuMBMt 

S. Prcrioae jreere 

7. TMayeer 





9. 


9-. 


9.. 



. 








.—— 


. * . —. 










. 




* 






Tone 



AFFIDAVIT 


5 

0 * 


ft* 

O 


that 
complete 



and says 

true and 


Sworn to and subscribed before me this 

] - 


.day of. 


.. t 193L 


NOT AXIAL 


(Slfnetot* e< offloer edmiaUterln* otlb) 


(THU) 


Attach a separate sheet If any of the above schedules do not provide sufficient specs 


Alworth-Washburn Co 

























































Form 1190 

V 8. JjmtBHAi, Ravs*ua 


CORPORATION INCOME TAX RET 

For Calendar Year 1927 


466aSttM8MT 


01803 


PA* This R«tum with the CeQeder W Ii 


PUINY PLAINLY CORPORATION'S NAME AND BUSINESS ADPRES3 

(Neiut 


C«A C h wli M.O. Cwt««Im I 
I Fl*it Payment 


Date of JncorfjoraUon 


U nder t he Laws of utuil State or Country 


KIND OF DUSINES 


iarTHi3 a consolidated return y 


JC-2V GROSS INCOME 

A. Grow Sales ln>m Trading or Manufacturing, Leas Returns aul Allowances 

12. Lata Cost ol Goods Sold: 

(а) Inventory at rloso of preceding year.. . 

(б) Merchandise bought tor «do...... _ .. . . 

(r) Crct of manufacturing tr otherwise producing goods (From B< 

(d) Petal of lines (a), (l»), oi<d (c)-..--—. 

(rl Leatioventory at or.'l oi ,'CFr . . . .... 

3. Grom Profit from Tnvlin»v M.»*-ufacturirg (Itr*m l minim Ito&i £>. 

4. Gross Pn»li* Imh Oponthn; .: Than Trading or Manufacturing. 


(fltato eouroo of loo: 


BOARD or ’ rx APPl‘1 
.^rivO OCR 


jujku i ul j&jjfj/UAtt 


.HIM > 4 1931 


PtT»T|0NER‘* 


6. Internet on Rank Deposits, Notes, Mortgagee, and Corporation Bonds. 


RrsrtrrDtNf**- 


T. Royalties 


8. Profit from Salo of Rail Estate, Stocks, Bonds,nni other Capital Aroets (FrwnBtbedofe n>... 

P. Dividends on Stock of Domestic Corporation.._...... 

10. Other tncurio (including dividends reeriv. d on stock of foreign corporations), (SUU naturae! looomo) 


Total im Items 3 to 10 


12. Coinprniction rf OtiKvri (Frotn RcVdnto C) 

13. Rent on Bnainrss 7 mperty...... 

14. Repairs (Fromf»<Ti*!ut»P) ...... 

15. Interest..... 


16. Tares{Fr-..i Sftfuui’ ; ...._... 

17. Losses by Fire, Storm, etc. (rrom sth««JoJo r>._..._.. 

18. Bad Debts (From Behflc'nJo C).......... 

19. Divlde'..'tft(FroLiPcb<>i:ijf rr» - --—.*„...... 

20. Depreciation (reuniting from oxhaustion, wear and tear, or obeoletconco) (From Schedule I) 

21. Depletion of Mines. Oil and Gas Wells, Timber, etc. (Gubtr.i: *©c instruction »i)_ 

22. Other Deductions Not Rej>ortc<l Altovo. (LtpUin betow, or gii *.-psr»U> «bc*r»: 

'i 

. •», tahtief LU‘l wages. (Not Included in Itrm 2, 12, or 11 nbovt)............ 

a 

(6) Nw Fxcr for prior yrnr. (cutuiit • •heOulcl.._. 


Total Dr.Dncno.vfl in Items 12 to 22 


Net Iw fcoMB (Item 11 minus H em 23) 



COMPUTATION QF TAX 


25. Not Income (Item 24 above).....$.......J .. IncompTax (13J # Horn 27)..._.!g_|_ 

26. Loss Credit of 82,000 (tor a doruoetic corporation having n I | I 22. If tho Not InromoofaDomeeticOorporationisLcsw Than 1 ■ 

not incomo oi less than $25,270).—. .. i .. 1 . 7| . >420)270, Enter tho Amount in Excess of $25,000... .■..,T7.. 

27. Balanco (Item 25 minus Item 26).. ..-It.I- 1. l^dfTotal Tax (Item 28 plus Item 20).....$——C. .x£ k.£s>i.js£.(£ 

81. Lem: Incomo Tax Paid at 8ourco. (This credit can only bo allowed to a nonresident foreign corporation)_..: ...... 

82. Incomo and Profits Taxes Phid to a Foreign Gauntry or to a Pomesdon ol tho 1 'nlted States by a domestic corporation_f ..... ” .. 


81. Lem: Incomo Tax Paid at 8ourco. (This credit can only bo allowed to a nonresident foreign corporation)_. .-j:.. 

82. Incomo and Profits Taxes Paid to a Foreign Gauntry or to a Pomesdon ol tho United States by a domestic corporation_1^ ..FT.. ...T^ ...Z L. ...... 

88. Balanco of Tax (Item 80 mi nus 1 t oms 31 and 82). ... ..... .. .. . .. 

An amendad return must be ft. ..ied "Amended" at top of return Checks and drafts v/lll ba acceptod only 6 payable^*] 




Checks and drafts v/lll ba acceptod only |f payable ,^r 

r/ 
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9 of Return 


SCHEDULE K—BALANCE SHEE jy (8co Instruction 43) 



ncoounMo or Trnni Yrn 


Kkx> oi Taxaul* Yka* 



2. Hotel recti vs bio-.. 


3. Accounts receivable_ 


Lose reserve for bod dob to.. 


4. Inventories) 


Raw tn*tortile-. 


Work in prooesa.. 
Finished goods... 
Supplies- 


3. Investments: 

Obligations of a State, Territory, or Any political subdivision 

thereof, or the District of Columbia.—. 

Securities issued under tho Federal Farm Loan Act, or under 
such Act as amended..... 


Obligations of the United States or its possessions._ 

6. Loans (describe fully): 

..... 


f. Deferred charges: 

Prepaid insurance_ 

Prepaid taxes- 


8. Capital assets: 


Machinery nod equipment- 

Furniture and fixture*.- 


ivery equip 


tl l .. _ 


reeerves for depreciation and depletion_ 


0. Patents— 


10. Good 


11. Other assets (describe fully) : 


Total Assets™_^_ 


LIABILITIES 


13. Notes payable_ 

14. Accounts payable._ 

13. Accrued expenses (describe fully): 



10. Other liabilities (dcscribo fully): ^ 

Oh _ 

2%6r/!l <is.. /&<. 



pi hi 


2£imil2.i 





/.zm£ 



17. Capital stock: 

Preferred stock (Ices stock in treasury).. 

Common stock (1cm stock in treasury)... 

18. Surplus—----- 

10. Undivided profits.... 

20. Total Inabilities 


.. .fegg C&. 

. I. _ JLZ tfxx&JZ 


£<?.<?\< 2 .G.G 




£.L!\v° 





$. M/.am.z 
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Pag© 2 of Return 


SCHEDULE A—COST OP MANUFACTURING OR PRODUCING GOODS (8co Instruction 3) 


n 


AMOUNT 


^ Amount 
(EoUr m I tom U) 


Salaries and wages 




Material and supplIcB.. ..... 




Mi. MO./**, £■£ .'/.I. £JL 

. s&zd.. . "... .... *Z7.Z7£l. Zd 




.. 

. <?#.<?*. rx a.*ZA&xrjU*t. 4<x. Jff.rZ. 7r^<n. Zj. 7.3.4.3.2o. .. 

.lZ,.^JX±ir r ^.£^..l!j.2.7*X£A.?„£ .!. i/!i.iU.iXU. 


SCHEDULE B—PROFIT FROM SALE OF REAL ESTATE, STOCKS, BONDS, ETC. (Soo Instruction 8) 


1. Kind or Psorurr 


^ . _ 4. Depreciation 

>. DATS Aoimuo l. Amount Received Allowable Sixes 

Acquisition 


«. Cost 


C. VALUE AS Or 7. SUBIBQUBNT t. ViT Plom 

March I, l>lt Improvement* (EntsrsiUsmg) 



State how property was acquired. 


SCHEDULE C—COMPENSATION OP OFFICERS (Seo Instruction 12) 


l. Nani or Omcia 




• ORniL Ti*t* t Tnis Devoted 
a u mem. Tina w Ur(lM g H 


Share* or Stock Owned 


4. Common 


6. rm'ened 


«. Amount or 

COMPINBATIOM 
(Enter m Item 13) 


<y.Ju*utz .. iJL ...OL 


SCHEDULE D—COST OF REPAIRS (Bee Instruction 14) 

■ i —w . im I ri- i t . -: vi ■ -i !■:■-■ ■■ m caaa—oaMwacaeM^CT r■ ■ i ■ i i . i m a x 

1. Itsms _! 


Salaries and wages 


a. Amount i 

(Enter as Item 14) |{ 

$. 



. 

- 







SCHEDULE E—TAXES PAID (See Instruction 10) 


3. Akotot 
(E ater m Item IS) 




SCHEDULE F— -EXPLANATION OF LOSSES BY FIRE, STORM, ETC. (Sco Instruction 17) 



1. Kixoor Psohbtt 


2. Date Acquired 


S. Cost 


4. Value as or 
Mabch l, 191} 


6. SUBSEQUENT 

Improvement* 


S. Depreciation 
Allowable Since 
Acquisition 


7. INSURANCE AND 
Salvage Value 


S. Net Loss 
(Enter as Item 17) 



low property wan a c quired____ _ ______ 

SCHEDULE G—BAD DEBTS (Soo Iualruotlon 18) 


1. Yt*m 


2. 8aj.es on 

Account 


S. Dad Debts 


SCHEDULE H—DIVIDENDS DE DUC TIBLE (Sco Instruction 10) 

... _ Amount op Diddinm 

l. Nani op Cobpobatiom -1- 

S. Domeetlo I S. Tonlgn 


1922.... •. S . 

..*. 

.. 

..~.rs*. 

. .... . 



SCHEDULE I—EXPLANATION OF DEDUCTION FOR DEPRECIATION (Soo Instruction 20) 


1. Kind or Ppapebtt_ 9. datu Acquieed 

(If bulVllnf#, (tats material of which conitrucUd) 


3. aoeWbem 4, Probable Lm 'March 1, 1913 

uAcquibed * acquired Aptrr Acquirrmbnt (ExcIuaIts ot land) (EacIuiIto of Lnn 






... 






.. 






0. Value as or 
March 1. 1913 
(Excluslvo of Land) 

$. 

___ < 







• BSSSSMSSSBS*** 



8. This jear 


• 7 iVsM 4 »«n»trBwr 


.I.— 




At tach a aeparate aheet if any of the above echsdulee do not provide sufficient space 


*—1444B 


Alworth-Washburn Co 


























































































V»go 4 of ltetarn 


SCHEDULE L~RECONCILIATION OP NET INCOME AND ANALY3I3 OP CHANGES IN SURPLUS 


»i Ktl Iwoi/'ifrooi Jtfio )lf p<^ 1 tho I »-•••»•• 

3. NoauisK* Income. _ . .... . . i| 

< i) latm-'i ou oMImtUxu claF.Xtlt, Tmtto*y, or snjr politics! *ut>- _ . 

Cislticu thereof. Of ll o Dlrtrlctof Columbia....... 

(I) ’nvrwt o.\ etc urine*‘nu*! iimlertho felml Ker:u Ixxm Act, _ H 

ur Uinic.* tucii Act <i owcmlft. ..•.-.'I 


Unn:i<vjr*tilfl UeliKtl >n». , * 

<«) l>wflt!oru, graiulilea, ondcontrlhntk.a*......t 


«) Ducat Ions, tratulllef, end contrlhntk tw...... 

t) Imonie end profit* lane paid to tho Unite*! fctntei, no-i to ptucti 
cf nrh Uui pnl<l to III poMouiona or forH<u counlitss m wo, 
il tUoKl w a credit in Itru X/, t-^o l of tho Mum.. 


(«) rrc*«\<tr of life nmirunce poltcte* paid upon tht death o( the 

IlMU'Cd .. ............ 

(/) Oth < lUt.viof i*>nUt*Meltcumo (to be detailed): 

(b.~. 


! 't) Fedor J Ir.sca poM on tax-free covenant bund* 
d) Hjvo.il ifn|>r>nenrol Urce tending tn luma 


m ..."i. (4> Hpect.nl ImproVcioeot Utce tending to imnw* the soluo cf tho .1 

O ln«t.rtl onobliMt'onxof the United BtatmoriU pocfowton*.I.. ..TT.. iitourtvMwyl... i ■ ■■•■• •••;»•••••.'.!. 

ft 1)1 vile lit. <lediK title under Bocttou ast(o) 4 of the IteveoueAvt | I I (r) lunmnro w;d futures, additions, or belienntot* treated ai w-i i ..{ 

of ;w......I.-.. I*w» «n h°« k «. ......—* 


Kr| lecernonla end renewals 


ISE 


[>*unu<o» premium* pi'd on tin- llfv of any offl'vc r rroploycf | . I • • • . I 

where the toipo.ation If directly or Indifortljr n b. i.eflclery. .<,»>[..j.. ...I.. 

r»ter<*»t on imicttednru inoumvl or continued p«icnve' w f . I !• 


9. Cherfre areas! reeorvefor bad debts, tf Item IS, i-oce l of nlurn, If not 
an addition in a reenter.<. . 

4. Ctucgee egalnit retort** fer eoDtlngroctei, etc. (to bo net ailed): 


(!) Imcr-st on Indcbirdiiru incurred or continued to pmehaav’w 
ntny ohlhounns <x snurllki the inlc^'t "l >'i wMch U wholly 

cxotnpt from taiatlo i..... 

(0 Addition* in rew-rtc for bad «VMs Hhhli t re riot ji:cln ltd In Itc m 


... }>•»«<* l oi return . .,... . 

(Jr Add'tioiu lo rrornri lot i<iil!ci:eiui<.\ ro. fl>> to* drtethd): 


$. Total ot tinea I lo 4, Inclusiro . 


.. . 1 .. i a 


(I^XJthor ul •ll »wiii>Jadodu<tion> (to iMil. tniiedi: 

J X ‘ wv * v ”-.. 

!!/ w. .. 


(». 

( 3 )_ 


* Total from Lina H... .......... ......... . - 'j ...g 

T ' Ut ** %nf • AlluUa * nt * ™ ,nv ’° . & 7^>^!uie^*Wrawii« # 

IberwL (Lire 6 nunuf line 6).*.././. ilork of lh« corporation, or other properly): 7> /; | 

I. Borptui au*i undivided proflU a* abown by liaianoe abeet at eloee of ? 4 i^ / *J v\ (a> p.iep-Jd .. Charattcr.iWt?.»r.X.. . >. * 


9. larphn au<) undivided profile as shown by liaianc'* abeet at eloee of ? *7 ///. / W y\ 

|e^!ui| kidit y«u.....—... -l S* Xcvi 

•. Other credilsSOf.ufiUu (tobe detailed): J i 

<„ . ah . .4 /.is. n /. 


(*) Pati paid ... .. Obararter. 

(r) Date paid.. Cburwtrr. 


II. Total from line IT. 


(4) Data paid .. .. Character.. . 

tUr debits to suridua (to to OetiMKl): 

it) ..of/ffct4r<^(A.rm'.'. . 




/.I4frr.f.< 


/ Z. L I r?.?\'/PA 

• ••••• et ••■•#••••-*••■•••• ■* ■ *%«l .§• a Wm m m . # 

.T.!./.! *.£.<?. ff.d 


10. Total of tlrwa T to #, Indoslce.. .......—.1. 72 # *J-A#7\ X . ../. Yj&AHLx 

3 3il 4-*? s vr\ I 

11. Tntal Lint v^rvjrv*.»«tC. W*•••• ...»».« |»».«.. .. •- . 

IX burr lac a-'d undivided profit* it aliown by bolance iboet nt close of j .f\JT P . , ........ I. n ? , 3 ✓ 1 1 «/4 

tiuiih)> ye ar (line 10 minus l ino II)._.............-It.—....at. 'ft. -f .j JR' Total of Llnee 15 a nd 14-— .. .. t.- ... /J. -y././A /.i / 

QUESTIONS X 


KIND OF BUSINESS 


2, By means of the key letters riven below, Identify tho corporation’s main 
income-producing activity with ono of tho rencral classes, and follow this by a spccit.1 
tdoocription of tho business sufficient to give tho information called for under each 


general class. 

A.-—Agriculture and related industries, including fishing, logging, ico har eating, 
etc., and also tho tearing of such property. State tho product or products. U.— 
Mining and quarrying, including gas and oil wells, and also tho leasing of eu« h prop¬ 
erty. State tho product or products. C.—Manufacturing. State tho product and 
*iar» the material tf not implied by tho name of tho product. D.—Constri ction— 
excavations, buildings, briogoc, railroads, shi)>e, eto., also equipping aud in. riling 
gang grtth rvstnms. devices, or machinery, without their manufacture. 8tato naturo 
ci structure* built, matwiaio used, or kind of installations. El.—Transportation— 
rail water, local, etc. State the kind and special product transported, if any. 
B*.—Public utilities—gas (natural, coal, or water); electric light or power (hydro or 
steam generated): heating (steam or hot water): telephono: waterworks or power. 
E-3.—Storage—without trading or profit from sales—(elevators, warehouses, stock- 
vards, etc.). State product stored. E4.—Leasing transportation or utilities, f'ltr 
k tn«j of property, r.—Trading in goods bought and not produced by the tra« n„ 
concern. State manner of trade, whether wholesale, retail, or commission, and prot t 

handled. Sales with storage with profit primarily from sales. G.—Servicc--doir> _• 
tic. Including hotels, restaurants, eto.; amusements; other professional, personal, or 
technical service. State tho service. H. —Finance, including banking, real estate, 
insurance. L—Concerns not falling in above classes (a) because of combining several 
of them with no predominant business, or ( b ) for other reasons. 

2. Concerns whose business Involves activity falling in two or more of the above 
ger'eral classes, whero the earns produci is concerned, should report business as identified 
with but one of tho above general classes; for example, concerns in A or B which also 
transport and market their own nroduct exclusively or mainly, should still be iden¬ 
tified with classes A or B; concerns in C (manufacturing) which own or control their 
source of material supply in A or B and which also transport, 6ell, or install their own 
product exclusively or mainly, should be identified with manufacturing; concerns in 
U inav control or own the source of supply of materials used exclusively or mainly in 
their constructive work; concerns in El or E2 may own or control the sourco of their 
material or power; concerns In P mav transport or store their own merchandise, but 
Its production would identify them with A, 1>, or C. 

3. Answers: / 

(a) General class (use key letter designation)- L....... - ... -..... 

({) Main income-producing business (give specifically tho information called 
for under each key letter, also whether acting os principal, or as agent 


cn co 


amission; state if inactivo or in liquidation)- 

. 


(f<) Did substantially tho same conditions, hb are set out In tho Affiliations 
dtheduku filed for JD2fl or prior years, obtain during the entire taxabio year 

1027.’ ../Jefe&... If iho nnswr r to this question U “no,” a statement,’ setting forth 
tho pnruvuturs in which the situation has changed, should bo attached to and tnado 
a part of this return. If there liavo liecn suhetantial changes iu stockholdings, 
a complete bchodulo of such changes should bo submitted on Form 853, Affiliation's 
Schcdulo 3. If there are companies other than those covered bv tho Affiliations 
Schedules for prior years which, applying the testa contained in questions 4, G, or 6. may 
huvo como into tho affiliated group siuco 1926, Forms 851, 852, 853, and 852A, arc 
required for the entire group for the taxable* year. 

(e) Did tho corporation file a consolidated return for the preceding taxable 


year? 


Xl-« 


PREDECESSOR BUSINESS 


8. Did tho corporation file a return under tho samo natno for the year preceding 

"“hlo year? ...^IbRf..... Woa tho corporation in any way an outgrowth, result, 
c.mtiiiJatiou, or (^organisation of n business or businesses in exUloncO during tills vr 

any prior year sinco December 31, 1917?.Arf..... If aivswer is “yes,” give name 

mid nddrctw of each predecessor business, and the date of tho change in entity. 


Upon such chango were any asset values increased or decreased? . r^.. . If 

tho answer is “yes,” closing balnnco sheets of old business and opening balance wheels 
of now business must be furnished. 

BASIS OF RETURN 

9. Is this return made on tho basis of actual receipts and di8burscmentR? : J^^.- 
If not, doscribo fully what other basis or method was used in computing not^tieomc. 


LIST OF ATTACHED SCHEDULES 

10. Uirier below a list of all schedules accompanying this return, giving for each 
a brief titlo and the schcdulo number. Tho name and address of tho taxpayer should 
bo plueed on each separate schcdulo accompanying tho return. 


AFFILIATIONS WITH OTHER CORPORATIONS 

SEE INSTRUCTION 38 

4. Does tho corporation own 65 per cent or moro of tho outstanding capital 

stock cf another domestic corporation or of other corporations? .— ..Zua --—- 

5. Is over 65 per txmt or more of your outstanding capital stock owned by another 


C<,r ^^. a Vo > 05.pcV centor moro of your outstanding capital stook as well asi 05 por cent 
or moTo of the outstanding capital stock of another .corporation or of other corpora¬ 
tions ownod or controlled by tho eamo indlvid^fd or partnership or by tho ssmo 

individual*, partnerships, or corporations in substantially the same proportion? 

7. If the answer to questions 4, 6, and 6, or to any of thorn, is yes, answer tho 

(a) ^Did the corporation fllo Forms 861,852,853, and 853A for tho taxablo year 
1022 or subsequent taxable yearfe?-*£. If tho nnvwer to thla quc»Hon is 

« * . • ■ as _ . _ s ... i ..m.Isa < l.n . I nnanu nrtcarlfwi If) 


thin question is “no,” question (6) need not bo anrwtred. 


AFFIDAVIT 


sworn, each for himself dep 
lee and belief* a true and cc 


We, the undenrtgncl, pre.ldcnt end tr.n.<.fer of 11.. oon»rr.tlon for which thl. “SSL 

Sworn to and oubacribetl before mr, this .day of - 1028 ~ _ 

-__ 


fund ,enys that this 
ricto^cturn made in 


NOTARIAL 

BEAL 


" (BirustuffU officer sdsdalitodaa oath) 

A. J. NOLAN 

Notary Public St Lou.» Co.. Minn 
Wy Commission £xpir«t Jan. 3 </, 19 ^ 


/(Tttk) . 

Nmnrnn*m«Mi I—1HU 


I CORPORATE 
8BAL 


1 rosic c.w. 

‘iirsfisnwy, 


Alworth-Washburn Co 
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DAVID BUKNET, COMMK. OF INT. KEVENUE. 

i 

82 TJ. S. Board of Tax Appeals, Djv. 8. 

Docket 45651. ! 

i 

i 

Respondent’s Exhibit B. 

Admitted in Evidence Jnn. 14, 1931. 

Meeting of the Board of Directors. 

Held Dec. 10, 1927. 

The Board of Directors of Alworth-Washburn Company 
convened at the Company’s office, #1600 Alworth Building, 
Duluth, Minnesota, on Saturday, December 10th, 1927, at 
ten o’clock A. M., pursuant to written consent and waiver 
of notice signed by all the existing directors of said com¬ 
pany, which consent is as follows: 

“We the undersigned, constituting all the member- of 
the Board of Directors of Alworth Washburn Company, 
hereby waive notice and consent to the holding of a meet¬ 
ing of said Board in the Company’s office, 1600 Alworth 
Building, Duluth, Minnesota, at 10:00 A. M. on Saturday, 
the 10th day of December, 1927, for the following purposes: 

(1) To confirm the sale of $392,720.00 of notes of the 
Brooks-Scanlon Lumber Gompany held by this company, 
representing deferred payments upon timber lands hereto¬ 
fore sold to said Brooks-Scanlon Lumber Company, which 
notes were recently sold by the executive! officers of this 
Company for $403,882.93, and endorsed in the name of the 
Company with waiver of presentment for payment, protest, 
notice of protest and non-payment; 

(2) To confirm the partial distribution of said funds to 
the stockholders of this company made tiy the executive 
officers on December 6,1927; 

i 

(3) To consider the matter of tax obligations and the 
reservation of funds therefor; 

(4) To authorize the execution of a deed or deeds for any 
of the properties heretofore sold by this Company to the 
said Brooks-Scanlon Lumber Company for| which payment 
has not yet fully been made, and the depositing of such 
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deed or deeds in escrow with a responsible bank or trust 
company for delivery when the said purchasers shall be 
entitled thereto; 

(5) To fill the vacancy existing on the Board of Directors 
of this Company. 

Dated December 8,1927. 

J. L. WASHBURN. 

M. W. ALWORTH. 

R. D. ALWORTH. 

W. D. BAILEY. ’ ’ 

There were present directors M. W. Alworth, W. D. 
Bailey and J. L. Washburn. The President of the corpo¬ 
ration presided at the meeting and the Secretary acted as 
recording officer. 

83 Upon motion of Director M. W. Alworth, seconded 
by Director Bailey, the minutes of the last meeting of 
the Board of Directors were approved as recorded. It ap¬ 
pearing that Mr. M. H. Alworth, formerly a Director of 
this Company, had some time since disposed of and trans¬ 
ferred all of his stock in the corporation, and that under 
the Articles of Incorporation directors are required to be 
stockholders, upon motion of Director M. W. Alworth, sec¬ 
onded by Director Bailey, it was voted that the office of di¬ 
rector heretofore held bv Mr. M. H. Alworth be declared 

•/ 

vacant and that Mr. Philip L. Ray, the secretary of the 
corporation, be elected director to fill such vacancy. 

Mr. Ray was present and signified his acceptance of the 
office and thenceforth participated in the proceedings of 
the meeting. 

The President reported that acting by concurrence of the 
principal stockholders, he and the Treasurer had author¬ 
ized the Secretary, Mr. Philip L. Ray, to consummate a 
sale of all of the notes held by this Company against 
Brooks-Scanlon Lumber Company of Minneapolis, Minne¬ 
sota, accrued from the sale of its timber lands in Jefferson 
County, Oregon, by contract of sale dated May 1, 1926. 
That the first series of notes described in said contract, 
aggregating $98,180.00, due May 1, 1927, were promptly 
paid, the remaining notes numbered 5 to 20, inclusive, ag¬ 
gregating $392,720.00 principal and maturing in series ag¬ 
gregating $98,180.00 in principal on May 1,1928,1929, 1930 
and 1931, respectively, all of said notes bearing even date 
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I 

with said contract and bearing 5% interest payable an¬ 
nually. That the Secretary pursuant to $aid authority 
consummated such sale to the First National Bank of Min¬ 
neapolis for the sum of $403,882.93, and tjiat the Presi¬ 
dent and Secretary had endorsed the said notes in the name 
and behalf of this company with vraiver of presentment for 
payment, protest, notice of protest and nop-payment, de¬ 
livered the notes and received through the Secretary pay¬ 
ment therefor. That the same had been deposited in the 
Northern National Bank to the Company’s credit and that 
$350,000.00 thereof had been distributed upop the checks of 
the Treasurer, countersigned by the President, to the stock¬ 
holders of the Company, being at the ratej of $70.00 per 
share, the residue of the money still remainihg to the Com¬ 
pany’s credit in its bank of deposit. That in the remit¬ 
tance of such funds to the stockholders, the j President had 
advised each stockholder that in the near future the Com¬ 
pany’s expert tax accountant would make! a calculation 
with reference to what portion thereof should be treated as 
income, and that the stockholders would be duly advised of 
his conclusion. 

Whereupon upon motion of Director Bailey, seconded by 
Director M. W. Alworth, the actions thus reported by the 
President were in all respects ratified, approved and con¬ 
firmed. 

The President and Secretary further reported that the 
chairman of the Executive Committee of the First 
84 National Bank of Minneapolis had asked the convey¬ 
ance of the property sold under the said contract to 
Brooks-Scanlon Lumber Company, out of which the said 
notes arose, should be made by this company| to the Brooks- 
Scanlon Lumber Company and deposited in escrow with 
said Bank for delivery when the remainder of said notes 
should be paid or taken up. j 

Whereupon, upon motion of Director M. T^. Alworth, sec¬ 
onded by Director Ray, the President and Secretary were 
authorized to execute such deed in accordance with the said 
contract for the property therein described, £nd deliver the 
same to the First National Bank of Minneapolis to be held 
in escrow until the said notes representing! all of the bal¬ 
ance of the unpaid purchase price set for|h in said con¬ 
tract be paid or taken up. 
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The Treasurer stated that he could not at this time defi¬ 
nitely advise how much money would be required for the 
discharge of all the tax obligations of this company to the 
Federal Government, but upon consultation with the Com¬ 
pany’s tax expert and accountant he had concluded that all 
of the company’s funds in excess of $350,000.00 had best 
be held until adjustments are completed and the tax obliga¬ 
tions are discharged. 

Upon motion of Director Bailey, seconded by Director 
Ray, this conclusion was concurred in and the President 
and Treasurer were authorized to keep such funds in the 
Company’s bank of deposit in such form as would render 
the same available when required and as will in their judg¬ 
ment best subserve the Company’s interests. 

It appearing that all the notes representing the deferred 
payments of consideration for the sale of this Company’s 
lands in Deschutes County, Oregon, made to the Brooks- 
Scanlon Lumber Company of Minneapolis, Minnesota, by 
contract dated October 1, 1923, except the series aggregat¬ 
ing $187,820.34, due January 15, 1928, and a like amount 
due January 15, 1929, had been duly and promptly paid, 
and that after the payment of the next maturing series, the 
First National Bank of Duluth, Minnesota, will be the 
holder of all the remaining unpaid notes, upon motion of 
Director M. W. Alworth, seconded by Director Ray, it was 
voted that the President and Secretary be hereby author¬ 
ized to duly execute in the name and under the corporate 
seal of this company deed for said property in accordance 
with the terms of said contract to the said Brooks-Scanlon 
Lumber Company and to deliver the same upon the pay¬ 
ment of the residue of said notes, or if requested by the 
First National Bank of Duluth to execute such deed and de¬ 
posit the same in escrow with said Bank for delivery to 
the said Brooks-Scanlon Lumber Company when all of said 
notes should be paid or taken up. 

There being no further business to come before the meet¬ 
ing, upon motion of Director Ray, duly seconded, the same 
was adjourned. 

(Sgd.) J. L. WASHBURN, 

President. 

(Sgd.) PHILIP L. RAY, 

Secretary. 
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85 [Stamp:] United States Board of I Tax Appeals. 

Filed Oct. 28, 1932. j 

United States Board of Tax Appeals. 

B. T. A. Docket No. 45651. j 

Alworth-Washburn Company, Petitioner, 

vs. 

Commissioner of Internal Revenue, Respondent. 

Prcecipe for Record . 

To the Clerk of the United States Board of Tax Appeals: 

You are hereby requested to prepare ahd certify and 
transmit to the Clerk of the United States Coikrt of Appeals 
of the District of Columbia, with reference to the petition 
for review heretofore filed by the petitioned in the above 
cause, a transcript of the record in the abode cause, pre¬ 
pared and transmitted as required by law ai^d by the rules 
of said Court, and to include in said transcript of record 
the following documents or certified copies thereof: 

1. The docket entries of proceedings befojre the United 
States Board of Tax Appeals in the above Entitled cause. 
2'. Pleadings before the Board. 

3. Opinion and decision of the Board. 

4. Petition for Review. 

86 5. The statement of evidence (including exhibits), 
as settled or agreed upon. 

6. Stipulation for review by Court of Appeals of the Dis¬ 
trict of Columbia. 

7. This praecioe. 

M. P. WORMHOUDT, 
Attorney for j Petitioner . 

i 

87 United States Board of Tax Appeals; Washington. 

Docket No. 45651. | 

j 

Alworth-Washburn Company, Petitioner, 

v. 

Commissioner of Internal Revenue, Respondent. 

i 

Certificate. 

I, B. D. Gamble, clerk of the U. S. Board of | Tax Appeals, 
do hereby certify that the foregoing pages, jL to 86, inclu- 
6—5858a 
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sive, contain and are a true copy of the transcript of record, 
papers, and proceedings on file and of record in my office as 
called for by the Praecipe in the appeal (or appeals) as 
above numbered and entitled. 

In testimony whereof, I hereunto set my hand and affix 
the seal of the United States Board of Tax Appeals, at 
Washington, in the District of Columbia, this 22nd day of 
November, 1932. 

[Seal U. S. Board of Tax Appeals.] 

B. D. GAMBLE, 

Clerk United States Board of Tax Appeals . 

88 United States Board of Tax Appeals. 

Docket No. 45651. 

Al worth-Washburn Company, Petitioner, 


Commissioner of Internal Revenue, Respondent. 

Order Enlarging Time . 

On motion of counsel for the petitioner and consent of 
counsel for the respondent, it is 

Ordered that the time for preparation of the evidence 
and transmission and delivery of the record sur petition 
for review of the above entitled proceeding in the Court 
of Appeals for the District of Columbia, be and it is hereby 
extended to November 14,1932. 

(Signed) ERNEST H. VAN FOSSAN, 

! Member . 

Dated Washington, D. C., Aug. 26,1932. 

jd. 

A true copy. 

[Seal U. S. Board of Tax Appeals.] 

. B. D. GAMBLE, 

Clk. 
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89 United States Board of Tax Appeals. 

Docket No. 45651. j 

! 

Alworth-Washburn Company, Petitioner, 

l 

v. 

Commissioner of Internal Revenue, 

Order Enlarging Time . 

For cause appearing of record, it is 
Ordered that the time for filing certified popies of record 
papers sur petition for review of the above entitled proceed¬ 
ing in the Court of Appeals of the District |of Columbia be 
and it is hereby extended to December 1, 1932. 

(Signed) LOGAN MORRIS, 

Member . 

i 

! 

Dated Washington, D. C., November 14, 1932. 

A true copy. I 

[Seal U. S. Board of Tax Appeals.] 

B. D. GAMBLE, 

| Clk. 

Endorsed on cover: Board of Tax Appeals. No. 5858. 
Alworth-Washburn Company, appellant, vs^ David Burnet, 
Commissioner of Internal Revenue. Court of Appeals, 
District of Columbia. Filed Nov. 26, 1932. Henry W. 
Hodges, Clerk. 
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Court of Appeals, ^District of Columbia 


% 


No. 5858. 


I 


I 

i 


Alworth-Washburn Company, Appellant, 


vs. 


! 

i 


David Burnet, Commissioner of Internal Revenue. 


i 

i 


APPEAL FROM THE UNITED STATES BOARD 

OF TAX APPEALS. 


BRIEF FOR APPELLANT. ! 

! 

j 

_____ 

Jurisdiction. j 

This case comes before the Court on petition for 
review of a decision of the United States Board of Tax 
Appeals pursuant to Sections 1001, 1002 and 11003 of 
the Revenue A.ct of 1926. In the stipulation filed in 
the case (Record page 11), it was agreed that the case 
might be reviewed by the Court of Appeals of the Dis¬ 
trict of Columbia pursuant to the provisions j of Sec¬ 
tion 1002 (d) of said Act (44 Stat. L. 9, 109, lib). 
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The Question Presented. 

This case involves the taxable year 1927. In 1926 
the appellant sold its property receiving less than 
twenty-five per cent in cash and the balance in install¬ 
ment notes. The profit from the transaction was re¬ 
ported on the installment basis in appellant’s 1926 re¬ 
turn. In 1927 the installment notes remaining were 
discounted by appellant with unqualified endorsements. 
The appellant reported the profit reflected in these 
notes in its returns for the subsequent years when the 
maker actually paid them. The Board of Tax Appeals 
held that the profit reflected in the notes was income 
to the appellant in the year 1927. 

The only question in this case is whether the profit 
reflected in these installment notes was income to the 
appellant in 1927 or in the subsequent years in which 
it was reported by appellant. 


Statement of Facts. 

The A1 worth-Washburn Company is a Minnesota 
corporation with its principal office at Duluth, Min¬ 
nesota, (R. 3, 7). 

The purpose of the company in acquiring timber 
was to hold it en bloc , to sell it rather than to operate 
it, and to make a block sale at the earliest possible 
moment, (R. 18). In May, 1926, the appellant sold the 
remainder of its timber assets (R. 22) to the Brooks- 
Scanlon Lumber Company for $588,838.02, (R. 17). 

Of the purchase price $100,000.00 was paid in cash 
and the remainder was evidenced by five notes of the 
Brooks-Scanlon Lumber Company, due May 1, of each 
of the years 1927, 1928, 1929, 1930 and 1931, (R. 27). 


I 

Upon payment of the whole purchase price | the Al- 
worth-Washburn Company agreed to execute! and de¬ 
liver to Brooks-Scanlon Lumber Company, a Warranty 
deed covering the timber lands and premises! so sold 
and located in Jefferson County, State of Oregon (R. 
26, 28). | 

In its 1926 federal tax return the appellant Reported 
the income from the transaction on the installment 

j 

basis, which basis was accepted by the Comihissioner 
of Internal Revenue for that year, (R. 34, 35, 49, 54, 

55 )- I 

On December 6, 1927, the First National Bank of 
Minneapolis, Minnesota, (hereafter referred tjo as the 
bank) discounted for the appellant, the remaining 
Brooks-Scanlon Lumber Company installment notes 
aggregating $392,720.00, (R. 19). The notes were un¬ 
qualifiedly endorsed by the appellant, the Appellant 
waiving presentment for payment, protest, Notice of 
protest and non-payment of the notes (R. 47). 

The bank kept their record of the transaction on a 
liability ledger card, bearing the name of Alworth- 
Washburn Company (R. 18, 81). The total of all cards 
of this type would show bills discounted by ijhe First 
National Bank of Minneapolis, which in banking par¬ 
lance means the same thing as loans made. THe aggre¬ 
gate of the footings on these cards would Show the 
bank’s total loans and discounts. (R. 19) 

The “ collateral ’ ’ record of the bank showed that 
the bank received the warranty deed to the tinjber land 
sold by the Alworth-Washburn Company, as collateral 
in connection with this loan (R. 20). The liability 
ledger card would have been headed the samb way if 
the Alworth-Washburn Company had given the bank 
its note and the Brooks-Scanlon notes as collateral. So 
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far as the bank was concerned the transaction would be 
identical and it would have made no different decision 
in the acceptance of this paper. If the notes had not 
been paid the bank would have looked to the Alworth- 
Washburn Company for payment. (R. 20) 

During this period the bank had a line of credit ex¬ 
tended to the Brooks-Scanlon Lumber Company but 
these installment notes were not applied against that 
line of credit. They would have been permitted their 
entire line of credit in addition to any of their obliga¬ 
tions on these notes. (R. 20) 

The bank’s statement of assets and liabilities to the 
bank examiner shows loans and discounts as an asset, 
which indicated the amount of money the bank had 
loaned direct to customers and discounted paper for 
them (R. 20). These Brooks-Scanlon notes which re¬ 
quired the endorsement of A1 worth-Washburn Com¬ 
pany were included in that statement of assets under 
that head. The account of the Alworth-Washburn 
Company represented by the liability ledger card, (R. 
81) was a component part of the bank’s assets headed 
loans and discounts. (R. 21) 

The Alwortk-Washburn Company could have made 
arrangements with the bank to take these notes if 
agreeable to the bank, j The bank was under no obliga¬ 
tion to return the notes to the appellant and accept 
money before maturity but the appellant might have 
concluded a transaction by which it paid the bank the 
money and secured the return of the notes. (R. 21) 
In the case of any default whatever the bank would 
have immediately demanded that the Alworth-Wash- 
burn Company pay it for the notes (R. 21, 22). The 
bank would not have proceeded against the Brooks- 
Scanlon Company (R. 22). 


</ 


Had the bank been willing and taken these notes 
from A1 worth-Washburn Company without irecourse, 
it would have made an entirely different entry on its 
books (R. 22). In that case the amount of indebted¬ 
ness would have been added to other indebtedness of 
Brooks-Scanlon Company in determining whether their 
line of credit was exhausted (R. 22). The bapk did not 
purchase notes of their customers who had lines of 
credit although it frequently discounted them for other 
people (R. 22). Purchase of such paper was consid¬ 
ered by the bank as unfair to its customers since it 
immediately upset the credit of the customer (R. 22). 
The bank did buy paper on the open market from brok¬ 
ers on which there is no recourse whatever against the 
sellers of the paper and in such cases the bank looks 
to the maker of the paper (R. 22). j 

The minutes of the meeting of the directors of the 
A1 worth-Washburn Company held December! 10, 1927, 
referred to the transfer of the Brooks-Scanlon Lum- 
ber Company notes to the bank as a sale thereof (R. 
38, 39). The minutes also provided that the officers 
were authorized to execute a deed to the tiihber land 

I 

sold to the Brooks-Scanlon Company and that the deed 
be delivered to the bank to be held in eserowj until the 
notes representing all of the balance of the purchase 
price be paid or taken up (R. 39). 

After the sale of the timber lands in 192(3 the onlv 
asset of the company other than the Brookfe-Scanlon 
notes was cash retained in bank (R. 23). After being 
discounted, the notes in the amount of the uijpaid bal¬ 
ances thereon, were carried on the books,! financial 
statements to banks and income tax returns ^s liabili¬ 
ties through 1931. The corresponding asset has been 
carried on the asset side or notes receivable.! (R. 23) 


i 
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The cash received from the discount of the notes was 
distributed to the company’s stockholders, except a 
sum considered sufficient to take care of income tax 
obligations and other obligations of the company (R. 
24). The distributions to the stockholders were 
charged as advances to them on the company’s books 
and as an asset of the company (R. 24). The amounts 
turned over to the stockholders were charged to them 
because they would have to pay the money back if the 
maker of the notes defaulted (R. 24). 

Subsequent to the year 1927, the average operating 
expenses of the company totalled about $1,500 per year, 
made up of license fees to certain states and audit ex¬ 
penses (R. 23). The functions performed by the cor¬ 
poration during these years were to inquire from time 
to time as to the payment of the notes of the makers 
and to prepare income tax returns to the Federal Gov¬ 
ernment and the States of Oregon and Minnesota (R. 
24). 

The notes were in each instance paid on their due 
date (R. 24). The appellant has reported all of the 
income reflected in said notes in its federal income tax 
returns for the years in which the maker paid said 
notes (R. 49 to 80, inch). 

On these facts the appellant contended before the 
Board of Tax Appeals that it realized no taxable in¬ 
come in the year 1927 from discounting, with unquali¬ 
fied endorsement, the Brooks-Scanlon Company notes 
with the First National Bank of Minneapolis. The 
Board held that the profit reflected in said notes was 
realized and taxable as part of taxpayer’s income for 
the vear 1927. 

From this decision the Alworth-Washburn Company 
has brought this case before this Court on Petition for 
Review. 
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| 

Assignments of Error. 

i 

i 

The following errors have been assigned: j 

The Board erred: j 

1. In entering judgment for respondent. 

2. In failing to enter judgment for petitioner. 

3. In redetermining the deficiency as $19,005.60 for 
the year 1927. 

4. In holding and deciding that the discounting of 
notes constitutes a sale of notes instead of a loan bv 
the discounting bank. 

5. In holding and deciding that the installment sale 

of petitioner’s timber became a closed transaction on 
December 6, 1927, wdien petitioner discounted the 
Brooks-Scanlon Lumber Company notes with the First 
National Bank of Minneapolis. j 

6. In holding and deciding that the taxable profit on 
the sale of petitioner’s timber to Brooks-Scanlon Lum¬ 
ber Company could be determined in the yeat 1927. 

7. In holding and deciding that petitioner! actually 
received “payments” when it discounted the Brooks- 
Scanlon Lumber Company notes in 1927. I 

8. In failing to hold and decide that propef and ap¬ 
proved standard methods of accounting did not permit 
the determination of any profit when petitioner dis- 
counted said Brooks-Scanlon Lumber Company notes 
to the First National Bank of Minneapolis. 

9. In finding and holding that the petitioner sold the 
Brooks-Scanlon Lumber Company notes to the First 
National Bank of Minneapolis on December 6, 1927, 
because such finding is not supported by and is con¬ 
trary to the evidence adduced at the hearing before 
the Board. 


i 

i 




10. In finding and holding that the transaction be¬ 
tween petitioner and the First National Bank of Min¬ 
neapolis, to which it endorsed said Brooks-Scanlon 
Lumber Company notes, did not constitute the loan of 
money by said bank to the petitioner with the notes 
transferred as collateral, because said finding is not 
supported by and is contrary to the evidence adduced 
at the hearing before the Board. 

11. In holding and deciding that the petitioner rea¬ 
lized taxable income in 1927 from its transfer of 
Brooks-Scanlon Lumber Company notes to the First 
National Bank of Minneapolis. 

12. In failing to find and hold that the transaction 
between the petitioner and the First National Bank of 
Minneapolis, to which it endorsed the Brooks-Scanlon 
Lumber Company notes, constituted the loaning of 
money by said bank to the petitioner with the notes 
transferred as collateral, as was established by the 
evidence adduced at the hearing held before the Board. 

13. In failing to hold and decide that the petitioner 
realized no taxable income from its transfer of the 
Brooks-Scanlon Lumber Company notes to the First 
National Bank of Minneapolis in 1927. 

14. In failing to hold and decide that the petitioner 
correctly reported the profit represented in said 
Brooks-Scanlon Lumber Company notes in the years 
subsequent to 1927, when said Lumber Company ac¬ 
tually paid said notes. 


ARGUMENT. 


The Statute Involved. 

I 

j 

The right of the AlworthAVashburn Company to de¬ 
fer the profit reflected in the notes of the| Brooks- 
Scanlon Lumber Company until the year the notes are 
paid, arises out of Section 212 (d), Revenue Act of 
1926 (44 Stat. L. 23) which is as follows: j 

i 

i 

“ Under regulations prescribed by the ( Commis¬ 
sioner with the approval of the Secretary, a per¬ 
son who regularly sells or otherwise disposes of 
personal property on the installment plan may re¬ 
turn as income therefrom in any taxable jyear that 
proportion of the installment payment^ actually 
received in that year which the total profit realized 
or to be realized when the payment is completed, 
bears to the total contract price. In the case (1) of 
a casual sale or other casual disposition of per¬ 
sonal property for a price exceeding or 

(2) of a sale or other disposition of real property, 
if in either case the initial payments do riot exceed 
one-fourth of the purchase price, the incpme may, 
under regulations prescribed by the Compnssioner 
with the approval of the Secretary, be returned on 
the basis and in the manner above prescribed in 
this subdivision. As used in this subdivision the 
term ‘initial payments’ means the payjnents re¬ 
ceived in cash or property other than (evidences 
of indebtedness of the purchaser during the tax¬ 
able period in which the sale or other disposition 
is made.” 


10 


Basis of the Board’s Decision. 

The Board of Tax Appeals in its decision referred 
to the cases of Grace T. Mytinger, 4 B. T. A. 896, Pack¬ 
ard Cleveland Motor Company, 14 B. T. A. 118 and 
Lucius II. Elmer. 22 B. T. A. 224, as authority for its 
decision. 

The appellant submits that the issue and the mate¬ 
rial facts involved in each of those cases are sufficiently 
different to justify the conclusion that they are not 
applicable to the present case. But even though the 
facts and issues could be considered as similar or iden¬ 
tical to those in the present case, the appellant con¬ 
tends that the decisions by the Board of Tax Appeals 
in those cases are erroneous. 

In each of the aforementioned decisions the question 
involved the right of the taxpayer to report the profit 
from a sale on the installment basis. That right is not 
disputed in the present case. In each of the foregoing- 
cases, the notes taken as part of the sale price were 
disposed of from year to year in the regular course of 
business and the taxpayers continued to carry on their 
regular business with its resulting vearlv current in- 
come. In the present case the corporation continued 
its existence solelv because of its liability on the notes 
discounted. Finally in the decisions relied upon by 
the Board, there was no evidence presented as in the 
present case which definitely established that the dis¬ 
count of notes was in fact a loan of money by the bank 
to the taxpayer. 

The Court’s attention is invited to the fact that the 
Lucius H. Elmer case is now before the Circuit Court 
of Appeals, Second Circuit on Petition for Review by 
the taxpayer. The Packard Cleveland Motor Car Com- 
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pany case was not appealed, apparently because sub¬ 
sequent to the Board’s opinion in that case, tl^e Board 
revised its decision and eliminated most of! the de¬ 
ficiency, the statute of limitations being applicable un¬ 
der the decision of ltusseU v. United States, ^78 U. S. 
181. 


The Packard Cleveland Motor decision is commented 
on as follows in Roberts Manual to United States 
Board of Tax Appeals Reports, Part II, page! 1584: 


“The decision on the merits seems erroneous, 
because the so-called ‘ sale ’ of notes seems actually 
to have been disguised borrowings on the security 
of such notes as collateral.” 

i 

i 

i 

l 

i 

I 

The Brooks-Scanlon Notes Being Unqualifiedly En¬ 
dorsed by Alworth-Washbum Company, Elimi¬ 
nates Any Possibility That a Sale of Sa|id Notes 
Occurred. 


It is quite obvious that if the appellant had divested 
itself of the notes in question by an outright sale 
thereof without any recourse on itself or had jthe notes 
been paid by the maker in 1927, the profit reflected in 
said notes would be income in 1927. 

It is undisputed that the maker did not pay'the notes 
in 1927 so the possibility of income on that basis is 
eliminated. Consideration of a single fact present in 
this case and the law applicable thereto definitely es¬ 
tablishes there was no “sale” of the notes. 

The record shows (R. 18, 23) and the Boatd’s opin¬ 
ion states (R. 9) that the appellant discounted the 
notes to The First National Bank of Minneapolis. The 
record also shows (R. 47) that the back of each note 

i 

! 

I 

i 
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contained the following endorsement of Alworth-Wash- 
bnrn Company: 

“The endorser hereof waives presentment for 
payment, protest, notice of protest and non-pay¬ 
ment of this note.” 

On the basis of this endorsement alone the appellant 
submits that the Board erred in holding that discount¬ 
ing the notes constituted a “sale” instead of a “loan”. 
Had the appellant endorsed the notes without recourse 
or simply assigned the notes without incurring any 
liability for their payment the result might have been 
different, but in this case it is undisputed that Alworth- 
IVashburn Company in the year 1927 did not and could 
not know the amount of profit it would realize on these 
notes. It is true that it had been advanced money on 
the notes but its corresponding liability to make good 
the payment of the notes remained until the last note 
was paid by the maker. 

The position of the appellant is supported by a re¬ 
spectable line of decisions which involved the inter¬ 
pretation of usury laws and thus required a definite 
decision on whether a transaction constituted a sale 
or a loan. A leading case on the subject is Bynum v. 
Rogers, 49 North Carolina Reports 399. In that case 
the Court, after citing Collier v. Nevill, 14 N. C. 30, 
McElwee v. Collins; 20 N. C. Reports, 209 and Bal¬ 
linger v. Edwards, 39 N. C. Reports, 449 said (page 
401): 


“These cases establish a clear rule by which to 
distinguish between a sale of a bill or note and a 
loan, to wit, when the instrument is transferred 
by the endorsement of the person receiving the 
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money, it is a loan, because the endorser is liable 
for the debt; but when the transfer is simply by 
delivery, it is a sale, if the transaction is bohafide.” 
(Italics ours) 


In the case of McElwee v. Collins, 20 N. C. Reports, 
209, 210, the Court said: j 

i 

i 

“ There is a distinction between taking a bill, 
and advancing money on it, with an endorsement 
or guaranty, and one without it. The last is a pur¬ 
chase and may be for less than the real value; the 
other is a loan and is within the operation of the 
Statute of Usury.” 


The principle of law stated in the aforementioned cases 
has been followed in the recent cases of Pratt v. Mort¬ 
gage Company, 196 X. C. 294, 298 and Sedbury v. 
Duffy, 158 N. C. 432. In the former case, the Court 
said (page 298): j 


“ As between the maker and the assignee or en¬ 
dorsee there is no usurious transaction, ^hich is 
subject to the statutory penalties. It is otherwise, 
however, as between the endorsee and endorser, 
who becomes liable by his endorsement |for the 
amount due on the note. As between them the 
transaction is a loan of money, and if mqre than 
six per cent per annum is knowingly charged, the 
transaction is usurious.” 


The same rule has been applied by the Courts of 
the State of Wisconsin. In the case of Cowlek v. Mc- 
Vickar, 3 Wisconsin, 637, 643, the Court said: j 


“A note or bill may be sold in the market for 
less than its value, and the payee may endorse the * 
note so as to pass the title. Such a transaction 


i 

i 

i 


i 
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would not necessarilv be usurious. But the en- 
dorser in such a case would not be liable for the 
payment of the note. This transaction would be 
a sale, nothing more nor less and the endorsee 
might, if the endorsement were in blank, fill it up 
without recourse and recover of the maker. But 
where a note is transferred by the payee, and en¬ 
dorsed by him in the usual manner , or the payment 
guaranteed by him, in consideration of a certain 
sum paid or advanced by the endorsee , the trans¬ 
action is essentially a loan . It is the same as 
though the endorser or guarantor had given his 
own note. He becomes liable for the repayment of 
money at all events. If I raise monev bv the sale 
of a horse, I do not become liable for the repay¬ 
ment of the monev. So if I raise money bv the 

•* % 

sale of a note. But if I raise monev bv giving mv 
own note for its repayment or the note of another 
person and guarantee its payment, the transaction 
is a loan.” (Italics ours) 

In the subsequent case of Rock County Bank v. 
Wooliscroft, 16 Wisconsin, 22, 28, it is stated: 

“But when the note is endorsed by the payee in 

the usual manner, in consideration of a sum paid 

or advanced bv the endorsee, the transaction is 

essentially a loan, and exacting a higher premium 

than the legal rate of interest, renders the contract 

void for usurv.” 

* 

The Courts of Kentucky have also recognized the 
significance of an unqualified endorsement in the case 
of Newell v. First National Bank of Somerset, 13 Ken¬ 
tucky Law Reporter, 775, 776, where the Court said: 

“The word discount denotes the act of giving 
money for a bill of exchange or promissory note, 
deducting the interest. As distinguished from dis- 



counting, the word buying is used when the seller 
does not endorse the note, and is not accpuntable 
for its payment.’’ 

The question of whether the transfer of a note with 
full endorsement was a sale thereof or simply a loan 
by the bank to the endorsee arose in the case of First 
National Bank of Greenville v . Sherburne, 14 111. App. 
566. The evidence disclosed that the note was indorsed 
in blank by the payee and before maturity delivered to 
and taken by the bank in the usual course of business. 
The Court held that the fair and reasonable presump¬ 
tion from the fact that the note vras taken in the “ usual 
course of business” of a national bank would be that 
it was discounted; that although in form and! common 
parlance it was a purchase of. the note, yet in sub¬ 
stance it was a loan by way of discount made by the 
bank to the payee and the relation of debtor alnd credi¬ 
tor as between them was created. The Court said 
(page 570): i 

i 

i 

! 

“Had the transfer been by delivery only, or by 
an endorsement without recourse, then, probably 
it might be regarded as an absolute purchase of 
the note. * * * If the party dealing with the 

bank assumes a responsibility it is a loan; if he 
does not it is an advance made to him in consid¬ 
eration of the transfer without recourse or by de¬ 
livery (Italics ours) 

I 

J 

The Supreme Court of the United Stated has also 
indicated that a transfer of a note by endorsement with 
full recourse on the endorser establishes thp transac¬ 
tion to be a loan. In the case of National Batik v. John- 
son, 104 U. S. 271, the question arose whether a na¬ 
tional bank was guilty of violating the usutfy laws in 



discounting notes at 12 per cent per annum—the notes 
being transferred by endorsement. The Supreme 
Court affirmed the judgment of the lower Court which 
had found the bank guilty of violating the usury stat¬ 
utes. The Supreme Court said (page 278): 

“In the present case, the paper was transferred 
by an endorsement imposing the ordinary liability 
upon the endorser. It may, perhaps, be distin¬ 
guished from cases where the title to the paper is 
transferred by an endorsement without recourse, 
or by mere delivery. The advance in such cases, 
to the previous holder, of the agreed consideration 
can hardly be considered a loan, for the relation 
of debtor and creditor as between them is not 
created by the transaction, if made, as supposed, 
in good faith and not as a cover for usury.” 

• 

Finally the Courts of Minnesota have spoken on the 
subject in no uncertain language. In the case of Farm¬ 
ers etc . Bank v. Baldwin, 23 Minnesota 198, 206, the 
Court said: 

“Discounting a note and buying it are not iden¬ 
tical in meaning, the latter expression being used 
to denote the transaction when the seller does not 
endorse the note and is not accountable for it; 
(1 Bouv. Law Diet, title Discount, citing Pothier 
De 1 TJsure, 128) and it is admitted that such was 
the character of the transaction in this case. In 
view of this understanding of the functions of a 
bank of discount, the legal signification attached 
to the word ‘ discount’ and the distinction between 
it and the word ‘purchase’ when applied to the 
business of banking, it is obvious that the power 
‘to carry on the business of banking, by discount¬ 
ing notes, bills and other evidences of debt’ is 
only an authority to loan money thereon, with the 
right to deduct the legal rate of interest in ad¬ 
vance.” (Italics ours) 


It is submitted that the rule of law laid down in the 

I 

f oregoing cases is sound. It is recognized by |the Court 
in the Minnesota case cited above. The bank and the 
appellant in this case are both located in the State of 
Minnesota and the transaction in question was entirely 
consummated in that state. The present case is there¬ 
fore governed by the foregoing decisions. 

Alworth-Washburn Company discounted ttije Brooks- 
Scanlon notes with the First National Bank of Min- 
neapolis. The transfer was not by mere delivery only 
or by endorsement without recourse. The endorsement 
on the contrary was with full recourse on the Alworth- 
Washburn Company and it assumed a definite liability 
for the payment of the notes. Accordingly under the 

i 

law enunciated in the foregoing cases, a s^le of the 
notes was not consummated but the transaction was 
essentially a loan. 

The Board of Tax Appeals accordingly erred as a 
matter of law in holding to the contrary and| in ruling 
that income was realized in 1927, when the notes were 
discounted with full recourse on the appellant. 

The Decision of the Board is not Supported by 

Substantial Evidence. 

j 

i 

As stated heretofore the Board of Tax Appeals 
erred as a matter of law in holding that thO discount 
of notes with full recourse on the endorser constituted 

i 

a sale of the notes and that income resulted therefrom 

i 

to the endorser. But even if this error of law could 
be overlooked and the question is to be decided on the 
facts in the record it is submitted that there is no sub¬ 
stantial evidence to support the Board’s decision that 



the discounting of the notes resulted in a sale thereof 
instead of a loan based on the notes. 

The Board has stressed the fact that the minutes of 
the directors meeting of the Alworth-Washburn Com¬ 
pany referred to the transaction as a sale. That the 
minutes in question are not substantial evidence to 
establish a sale is evident when it is remembered that 
(1) a transaction called a sale may in fact be a loan 
or pledge, and (2) even had the directors of the Al- 
worth-Washburn Company intended the transaction to 
be a sale, it does not follow that a sale was actually 
consummated. 

There is nothing sacred or conclusive about the use 
of the word “sale” in the minutes of the directors 
meeting. The label, name or the form does not deter¬ 
mine the nature of the transaction. In the case of 
J. W. Solof, 1 B. T. A. 776, the contract between the 
parties stated that there was a sale of stock by the tax¬ 
payer. The taxpayer contended the transaction was in 
fact a mere loan of money. The Board properly held: 

» 

“that the transaction while in form a sale was in 
reality a loan to the taxpayer, and the amount re¬ 
ceived did not constitute income.” 

Likewise this Court in the case of Johnson Locke 
Mercantile Company v. Burnet, 60 App. D. C. 272, held 
that the mere fact that parties called and labeled cer¬ 
tain payments “interest” did not make them “inter¬ 
est” when they were actually payments of principal 
sums. Numerous cases could be cited in which parties 
called transactions sales and the Courts held they were 
in fact loans or pledges. See Barker Piano Company 
v. Commercial Security Company, 93 Conn. 129, 105 
Atl. 328; Dorothy v . Commonwealth Commercial Com- 
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pany, 198 Ill. App. 601, 116 N. E. 143 and l Petition of 
National Discount Company, 272 Fed. 570,1573, 575. 

Moreover even though it could be shown that the 
directors of the Alworth-Washburn Company were 
ratifying a sale of the notes without further liability 
on the part of the company this would notj decide the 
case. The Board of Tax Appeals should have deter¬ 
mined what was actually done. As stated by the Su¬ 
preme Court in Weiss v . Stern, 265 U. S. 242, 254: 

! 

“Questions of taxation must be determined by 
viewing what was actually done, rather than the 
declared purpose of the participants; and when 
applying the provisions of the Sixteenth Amend¬ 
ment and income laws enacted thereunder we must 

! 

regard matters of substance and not nfere form.” 

The Board has sought to sustain its decision by re- 
ferring to the fact that the money received | by the tax- 
payer was distributed to its stockholders ahd further¬ 
more that an official of the discounting! bank had 
testified: | 

i 

| 

i 

“We were under no obligation to j return the 
notes to them and accept monev before ma¬ 
turity * * V’ (R. 10) 

i 

The Board, however, failed to state th^t the same 
officer’s testimony continued (R. 21): 

! 

“but thev might have concluded a transaction 
by which they could pay us money and return the 
notes to them” and “the A1 worth-Washburn Com¬ 
pany could have made arrangements j with us to 
take these notes if agreeable to us.” 


I 


i 


I 


I 



Likewise the Board ignored the fact that the dis¬ 
tributions were charged as advances to stockholders 
and that (R. 20) : 

“Thev charged the amount turned over to the 
stockholders themselves because they would have 
to pay that money back if the makers of these 
notes had defaulted.” 

0 

In the final analysis the evidence cited by the Board 
proves nothing and is quite immaterial. The mere 
fact that a company distributed the money secured on 
discounted notes does not establish a sale of the notes 
or a closed transaction. There was no valid reason 
why this money had to be kept in the treasury of the 
company, whether the transaction be a loan or a sale. 
The company could have used the money to acquire 
additional timber but such action would not have es¬ 
tablished a sale of the notes. 

Assuming the bank was under no obligation to re¬ 
turn the notes and accept money before maturity, does 
such fact establish a sale? Does not the same situa¬ 
tion exist in every case where a company borrows 
money from the bank on its own note which is due on 
a definite later date? In the case of every loan the 
lender is not obligated to return the notes and accept 
money before maturity of the notes. Certainly these 
facts are not substantial evidence justifying a finding 
that a sale of the notes was made. 

The Board of Tax Appeals in its opinion admits that 
the appellant “discounted the remainder of the in¬ 
stallment notes ” but it then disregards all of the evi¬ 
dence which overwhelmingly establishes that no sale 
in fact occurred and that both the bank and the tax- 
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payer treated the transaction as a mere advance of 
money on the notes. 

In no portion of the testimony of Mr.j Pomeroy, 
Vice-President of the First National Bank in Minne¬ 
apolis is the word “sale” found. The fitness in¬ 
variably referred to the transaction as a cfiscount of 


and notes 
made (R. 


the notes and specifically states that bills 
discounted means the same thing as loans 
19). The card record of the bank recording the trans¬ 
action was called the “liability ledger caret” (R. 18) 

i 

of the A1 worth-Washburn Company of Duliith, Minne¬ 
sota. The aggregate of such cards would! show, not 
the total of paper owned and purchased by the bank, 
but the total “loans and discounts” (R. 19) of the 
bank. The bank required and received in connection 
with “this loan” collateral consisting of a deed to the 
timber land (R. 20). Certainly this woulcji not have 
been required in the case of an outright sale of notes. 
The witness, however, specifically refers to! the trans¬ 
action as “this loan.” 

The record further shows (page 20) that had the 
Alworth-Washburn Company, instead of tendering the 
Brooks-Scanlon Company notes for discount, borrowed 
money from the bank upon their note and deposited 
the Brooks-Scanlon notes as collateral to j their loan 
the transaction would have been identical in so far as 

i 

the bank was concerned. Furthermore, tlie Brooks- 
Scanlon notes were not applied by the bank against 
that company’s line of credit (R. 20) as would have 
been the case if the bank had purchased the} notes (R. 
22). Had the bank been willing to and had taken the 
Brooks-Scanlon notes without recourse thte transac¬ 
tion would have been entered on their books in an en- 
tirelv different manner. In that case the Amount of 


i 
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the indebtedness would have been added to the other 
indebtedness of the Brooks-Scanlon Company (R. 22). 
The bank in fact did not purchase notes of their cus¬ 
tomers of which Brooks-Scanlon Lumber Company 
was one (R 22). The bank did buy paper on the open 
market from brokers on which there is no recourse at 
all upon the sellers of the paper (R. 22). This testi¬ 
mony unequivocally negatives any possibility that the 
bank in fact purchased the notes of Brooks-Scanlon 
Lumber Company. Stronger language could not have 
been used bv the witness. 

Adding to the conclusive and uncontroverted testi¬ 
mony on this point the witness stated (R. 21): 
“ these Brooks-Scanlon notes that required endorse¬ 
ment would be included in the statement of assets 
under that head”, namely “loans and discounts.” 
Again the distinct liability of the A1 worth-Washburn 
Company is emphasized on page 21 of the record. The 
witness on cross-examination was asked what the bank 
would have done had the makers of the notes failed to 
pay and the bank could not have realized the proceeds 
from the loan. He replied: 

“We would not have done anvthing with the 
loan. If the Brooks-Scanlon Company had not 
paid the notes we would have notified the Alworth- 
Washburn Company and asked them to take them 
up.” 

Continuing on re-direct examination the witness said 
(R. 21): 

“In the case of any default whatever we would 
have immediatelv demanded that the Alworth- 
Washburn Company pay us for the notes. We 
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would not have proceeded against Brooks-Scanlon 
Company.’ ’ 

I 

I 

The foregoing is what the evidence shows actually 
happened in this case. To hold that the bank pur¬ 
chased the notes of the Brooks-Scanlon Company from 
the A1 worth-Washburn Company is to ignore the un¬ 
disputed evidence in this case and still tjhat is the 
effect of the decision of the Board of Ta£ Appeals. 
Not only is the Board’s decision unsupported by any 
substantial evidence but it is contrary to all the ma¬ 
terial evidence in this case. j 

The conduct and acts of the appellant ar£ in accord 
with the treatment of the transaction by! the bank. 
The discounted notes in the amount of unpaid bal¬ 
ances thereon were carried as liabilities oh the com¬ 
pany’s books, income tax returns and statements made 
to banks. See Record page 23 and balanc^ sheets at¬ 
tached to income tax returns (R. 65, 69, 73, 77). All 
of said returns were sworn to by the president and 
secretary of the Ahvorth-Washburn Coijnpany and 
must have represented the intent and understanding 
of the corporation with respect to the transaction. 

Finally the use of the word “discount”! in describ¬ 
ing the transaction (used by the Board inj its opinion 
and by the witness Pomeroy no less than fifteen times 
in his testimony) must be presumed to have been used 
in its well accepted sense. As stated ini Weckler v. 

First National Bank , 42 Maryland 581, 592: 

I 

j 

j 

“The ordinarv meaning of the term ‘to dis- 
count’ is to take interest in advance hnd in bank¬ 
ing is a mode of loaning money.” j 

i 

j 




In tlie case of National Bank v. Johnson , 104 U. S. 
271, 277, it is stated: 

“So that the discount of negotiable paper is the 
form according to which they (national banks) 
are authorized to make their loans, and the terms 
‘ loans 7 and ‘ discounts ’ are synonyms. It was so 
said in Talmage Pell (7 N. Y. 328); and in 
Niagara County Bank v . Baker (15 Ohio St. 68) 
the very point decided was that ‘to discount paper, 
as understood in the business of banking, is only a 
mode of loaning money with the right to take the 
interest allowed bv law in advance V’ 

The appellant realizes that the power to discount 
may include the power to purchase by discount but 
submits that the ordinary meaning of the term simply 
contemplates a loan of money. That the notes in this 
case were “discounted” is not contradicted and the 
Board so found. That the word should be used in its 
well accepted sense is logical and reasonable. That 
it was used in this case to indicate a loan and not a 
purchase is conclusively established by all of the evi¬ 
dence in the case. 

The Court of Appeals should accordingly hold that 
the decision of the Board is not supported by any sub¬ 
stantial evidence, but on the other hand is contrary to 
all of the material evidence in the case. 


The Decision of the Board is Contrary to all Sound 

Methods of Accounting. 

Testing the decision of the Board of Tax Appeals in 
the light of sound accounting methods, reveals another 
reason for holding that the Board erred in its decision 
in this case. 


I 


25 

Sound accounting principles usually govern deci¬ 
sions in these tax problems, especially so when they 
are not in conflict with the law, so in preparing appel¬ 
lant’s return for 1927 and subsequent years! recourse 
was had to many text books of accounting authorities, 
including methods of accounting prescribed by the 
Federal Reserve Board, and it was found tjhat prac¬ 
tically every one of them laid down rules which, if 
followed, would not permit of the determination of any 
profit as a result of the discounting of the notes. In 
other words, the liability of appellant created by its 
unqualified endorsement of the notes had to l|>e carried 
and reflected in its books. This being so, the proceeds 
of the notes when discounted had to be credited to a 
liability account, under some such caption as ‘‘Notes 
Receivable Discounted” and could not prbperly be 
credited to sales or profit and loss, and, if the money 
realized on the notes was not a proper credij: to profit 
and loss, then there was no profit incident to |the trans¬ 
action, unless a further book entry, groundless and 
taken from no-where, be indulged in wherebv install- 
ment sales might be debited and completed sales 
credited with the amount realized. ! 

i 

Kester, in his Accounting Theory and Practice, Vol. 
1, Chapter XXXVIII, pp. 322-325, after settling up, in 
skeleton form, the proper journal entry for | recording 
notes receivable discounted—viz: 

i 

Cash, Dr. 

Interest and Discount, Dr. 

To Notes Receivable Discounted, Cr. 

i 

l 

Says: 

“The practice of cancelling the liability against 
the corresponding asset and by a feat i of mental 

i 

i 

i 

i 

! 


i 


26 


dexterity persuading oneself that there is there¬ 
fore no need to show the item on the balance sheet, 
is a practice to be universally condemned.” 

Montgomery, in his Auditing—Theory and Prac¬ 
tice, 1921 Edition, Chapter 6, speaking of how dis¬ 
counted notes receivable are to be handled on the books, 
says (p. 109) : 

“They represent an asset, hypothecated as it 
were, against which a loan has been secured from 
the bank.” (Italics ours.) 

Esquerre, in his Applied Theory of Accounts, Chap¬ 
ter XV, pp. 159-161, discusses at length the accounting 
effect involved in the discounting of notes receivable, 
and concludes with the statement that this is what 
takes place: 

“Notes Receivable remain unaffected in so far 
as the books are concerned; cash is debited with 
the amount received, interest and discount is 
debited with the amount charged by the bank, and 
a liability account known as ‘Promissory Notes 
Discounted ’ is credited. As soon as information 
is obtained in regard to the payment of the notes 
at maturity, the liability account is debited, and 
notes receivable is credited with the face value of 
the note which has been met.” 

The Federal Reserve Board in its prescribed form 
of Balance Sheet issued for the general guidance of 
accountants shows: 
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On the debit side \ 

“ (Item 5) Notes Receivable Discounted | 

or sold with endorsement 
or guaranty.$. i.” 

And on the credit side 

“(Item 20 (a)) Notes Receivable Dis- j 

counted or sold with 
endorsement or guar¬ 
anty (contra) .$. I.” 

i 

Modern Business—Accounting Practice and Audit¬ 
ing, published by Alexander Hamilton Institute, Vol. 
21, Chapter 5, p. 300, cautions the accountant in 
regard to liability on discounted notes,! and in 
Vol. 22, Financial and Business Statements^ Chapter 
XIII, pp. 187-188, enters into considerable discussion 
of the subject arriving at the same conclusion as other 
authorities quoted above. 

Henry Rand Hatfield’s Accounting, Chapter IX, 
pp. 234-235, in connection with a discussion of the 
subject, has this to say: 

i 

I 

“But whether the funds are secured bv en¬ 
dorsing the trade paper and rediscounting it, or 
by hypothecating it as collateral does hot affect 
the real position of the borrower. But National 
banks have for long been required to jshow the 
transaction properly and instead of j crediting 
Notes Receivable a new account, Notes and Bills 
Rediscounted, is credited.” 

i 

| 

Arthur Lowes Dickinson in his Accounting Prac¬ 
tice and Procedure, Chapter VI, p. 146, deals with the 
subject in the same manner. 

. It is possible to go on with these citations through¬ 
out the long list of accounting reference yWks, but 




surely the foregoing is sufficient to show that appellant 
has kept its books along the lines of sound accounting 
principles. By reference to “Petitioner’s Exhibits 3, 
4, 5 and 6 and joint Exhibit A-7,” (R. 33, 36, 67, 72, 76) 
it will be seen from the balance sheets that appellant 
has followed these established rules of accounting both 
in keeping its books and making its tax returns. 

Articles 22, 23 and 24 of Regulations 69 lay down the 
rule that where the books of account reflect income 
correctlv thev should not be disturbed bv the exam- 
iners of appellee. 

Article 23 of Regulations 69 specifically states: 

“Approved standard methods of accounting will 
ordinarily be regarded as clearly reflecting in¬ 
come.” 

The authorities heretofore mentioned establish be¬ 
yond dispute what the approved standard methods of 
accounting are in a case where a taxpayer has dis¬ 
counted notes with full recourse on itself. The ap¬ 
pellant has accordingly followed these recognized ap¬ 
proved methods of accounting as required by the Com¬ 
missioner’s regulations. Certainly it should not at this 
time be censured or penalized for having strictly com¬ 
plied with these regulations. 

Since the appellant has followed the approved 
standard methods of accounting and the regulations 
specifically state that such methods will ordinarily be 
regarded as clearly reflecting income, it is believed 
that this Court will recognize and sanction the prin¬ 
ciple laid down in Ribbon Cliff Fruit Company v. Com¬ 
missioner, 12 B. T. A. 13, acquiesced in by Commis¬ 
sioner, C. B. VTII-1, p. 38. In its opinion in that case 
the Board said (Page 16): 
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44 There can be no question but that a taxpayer 
is privileged to adopt any method of accounting 
which it deems necessary for its business and 
that truly reflects its income. The statute con¬ 
templates that each taxpayer shall adopt such 
forms and methods of accounting as hre in its 
judgment best suited to its purpose.! Having 
adopted a particular method of accounting, and 
regularly employed that method in keeping its 
books, the statute requires that the taxpayer shall 
compute its net income, for the purposes of the 
tax, in accordance with that method, if | income is 
clearly reflected thereby.” 


The appellant’s method of accounting approved by 
recognized accounting authorities and which reported 
all of the income over a period of years gnd in the 
years when income was actually realized, correctly re¬ 
ported income as required by the law and regulations. 
The appellant’s method clearly reflecting iijicome, the 
Commissioner and the Board cannot substitute a 
method cont rarv to sound accounting. As I stated bv 
the Court (C. C. A. 1) in the case of Russell v. Com¬ 
missioner , 45 Fed. (2d) 100, 101: j 


“But the Commissioner’s rejection of a return 
made by the taxpayers in accordance with its 
regular method of accounting is subject! to review, 
both by the Board of Tax Appeals a!nd by the 


Appeal , 1 
of a sub- 


Court. Oesterlein Machine Company’s 

B. T. A. 159. An arbitrary adoption! 

stitute method of computing a tax, which does not 

in fact ‘clearlv reflect the income’ oi the tax- 

* 

payers, cannot be sustained. The Commissioner’s 
discretion must be exercised reasonablv on sound 
grounds.” 


k 
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The Board's decision approving the Commissioner’s 
determination, namely that income was realized in 
1927 when the notes were endorsed with full recourse 
on the taxpayer and its liability for their payment still 
existed, in effect sanctions a practice which is censur¬ 
able not only from an accounting standpoint but from 
practical aspects. Taxable gain does not result from 
the borrowing of money. Disregarding liabilities and 
creating fictitious income in accounting reports has 
led to the unfortunate results at present confronting 
numerous corporate stockholders, which situations are 
at present in the daily news. 

The only sound practice is the recognition of all 
actual liabilities in determining whether a corporation 
has in fact realized income. This Court should so hold 
and reverse the decision of the Board of Tax Appeals 
which in effect would permit and force the creation of 
imaginarv income before it is realized. 


Taxable Income and Profit From the Transaction 
Could not be Determined in 1927. 

Eliminating from this case any controversy as to 
whether notes were sold or money loaned upon them 
or whether the Board’s decision is in conflict with 
sound accounting practice, one factor nevertheless re¬ 
mains and that is that the Alworth-Washburn Com¬ 
pany did not and could not realize in 1927 the income 
or profit reflected in the installment notes. 

The realization of income or losses is dependent 
upon a completed and closed transaction and not until 
a taxpayer definitely knows that its right to income 
has been definitely fixed, is such income taxable to it. 
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As stated by the Court (C. C. A. 6) in the recent 
case of Commissioner of Internal Revenufy v. R. J. 
Darnell, Inc., 60 Fed. (2d) 82, 84: | 

i 

i 

i 

“Income taxes are properly assessed upon the 
basis of annual returns ( Burnet v. Sanford & 
Brooks Co., 282 U. S. 359); but ‘generally speak¬ 


ing the income tax law is concerned 


onlv with 

realized losses, as with realized gains’ j ( Lucas v. 
American Code Co., 280 U. S. 445, 449); and if 
income has neither actually been received during 
the taxable year, nor the right to its receipt been 
definitely fixed during that year, as to both the 
existence of an obligation on the part of the payor 
and the amount to be paid, such income Is properly 
to be allocated to that year in which! it was in 
fact received or in which the right to Receipt be¬ 
came fixed and liquidated. This is the true and 
full effect of the decisions in Lucas v. N&rth Texas 
Company, 281 U. S. 11; Burnet v. Sanford & 
Brooks Co., 282 U. S. 359; and North American 
Oil Consolidated v. Burnet, 286 U. S. 417.” 

i 

It is difficult to imagine how a realized gain resulted 
from the discount of the notes in question as long as 
the appellant ’s liability to make good thel payments 
remained. Not until the year 192S and subsequent 

i 

years was the income in the notes actually received 

r 

pro ratably, by the appellant and the maker’s in¬ 
debtedness on the notes liquidated. Until 1 that time 
the advances received from the bank were encumbered 
with the definite liability of repayment by j the appel¬ 
lant. Not until the years subsequent to 1927 could 
anyone contend that the transaction in question was 
closed and completed. 

If the discount of the notes with the Fir$t National 
Bank of Minneapolis completed the transaction, as the 


i 



32 


Board has held, it is reasonable to assume that the 
corporation would have been dissolved and further 
expense in connection with its maintenance avoided. 

But Sections 8015 and 8019 of the General Laws of 
Minnesota, 1923 (in effect in 1927), prohibited the 
voluntary dissolution of a corporation as long as there 
are any assets and liabilities to be disposed of. Had 
appellant, upon the discounting of the notes in 1927, 
petitioned the courts for dissolution, it is clear such 
petition would have been rejected until such time as 
the comoanv’s liability! as endorser had been dis- 
charged. The discounting bank would not have per¬ 
mitted the appellant to free itself from its liability to 
the bank through the process of dissolution. 

Again the decision of the Board holding that net 
taxable income or profit reflected in the notes was 
determined and realized in 1927 and the transaction 
completed in that year, distorts income for the year 

1927 in that it ignores certain expenses which are part 

and parcel of the transaction. There were necessary 

expenses incident to the maintenance of appellant’s 

corporate status, after 1927. The appellant’s only 

assets after that time were these notes receivable and 

since these assets and the liability in connection there- 

* 

with constituted the only reason for the maintenance 
of the corporate existence, it is evident that such ex¬ 
penses are directly attributable to and deductible from 
any gross profit reflected in the notes. Such expenses 
incurred by the appellant in the years subsequent to 

1928 were as follows: For 1928, $2,874.00 (R. 63), for 

1929 $1,003.35 (R. 68), for 1930 $1,335.54 (R. 72) and 
for 1931 about $1,500.00 (R. 23), or a total of $6,712.89. 

Accordingly, the net taxable income or profit re¬ 
flected in the notes could not accurately be determined 
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i 

i 

j 

as early as the year 1927. The effect of the [Board’s 
decision in this case is to deprive appellant of deduc¬ 
tions in the nature of ordinary and necessary ex¬ 
penses to which it is clearly entitled. The continuing 
expenses of corporate existence cannot be disasso¬ 
ciated from the income contained in the note? and to 
hold that net income resulted from the discount of the 

j 

notes in 1927, disregards a vital element, naihely, ex¬ 
penses of the transaction. 

Finally it may be contended that while the appellant 
was liable for the payment of the BrooksjScanlon 
notes, the record shows the notes were in fact! all paid 
by the Brooks-Scanlon Lumber Company and there¬ 
fore the Board was correct in holding the transaction 
completed in 1927. j 

Such contention, however, is completely Answered 
wdien it is remembered that income taxes are imposed 
on an annual basis and income must be determined by 
the facts as they existed in 1927—not in 1931.! Appel¬ 
lant’s liability existed one hundred per cent at; the time 
of the discount in 1927. The transaction could not be 
considered closed and completed in 1927 by ; a retro¬ 
spective view of the situation in 1931. 

i 

i 

j 

i 

| 

I 

I 

CONCLUSION. ! 

i 

The decision of the Board of Tax Appeals is con¬ 
trary to the rule of law relating to unqualified; endorse¬ 
ments, unsupported by any substantial evidence and 
contrary to all of the material evidence, contrary to all 
sound accounting methods and in conflict with the es¬ 
tablished principles and rules of income taxation. 


j 
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It is, therefore, prayed that this Court reverse the 
decision of the United States Board of Tax Appeals 
with directions to the Board to find that no income was 
realized in 1927 by appellant from the discount of the 
notes of the Brooks-S’canlon Lumber Company; and 
with directions to the Board to redetermine appel¬ 
lant’s taxes accordingly. 

Respectfully submitted, 

Paul E. Shore, 

M. P. Wormhoudt, 
i Attorneys for Appellant, 


Covington, Burling & Rublee, 
Of Counsel . 
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Guy T. Helvering, Commissioner of Internal 
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ON PETITION FOR REVIEW OF DECISION OF THE 
STATES BOARD OF TAX APPEALS 


UNITED 


BRIEF FOR THE RESPONDENT 

I 

j 

.. 

i 

PREVIOUS OPINION 

i 

i 

The only previous opinion in the present ease 
is that of the United States Board of Tax Ap¬ 
peals (R. 8-10), which is reported in 25 B.T.A. 140. 


JURISDICTION 

j 

This appeal involves income taxes for the year 
1927 in the amount of $19,005.60 and is taken from 
a decision (order of redetermination) of the 
United States Board of Tax Appeals entered Janu¬ 
ary 14,1932 (R. 10-11). The case is broughtlto this 

(i) | 

i 

I 

i 

i 

j 

i 


i 


i 


i 
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Court, under stipulation by the parties (R. 11), by 
petition for review filed July 13, 1932 (R. 12-16), 
pursuant to the Revenue Act of 1926, c. 27, 44 Stat. 
9, 109 110 Sections 1001, 1002, and 1003 (U.S.C.,. 
Supp. VI, Title 26, Secs. 641-642). 

QUESTION PRESENTED 

Where the petitioner in 1927 endorsed in blank, 
and transferred to a bank tbe notes of the pur¬ 
chaser of property sold by it in 1926 upon the in¬ 
stallment plan, is the cash received from the bank 
in excess of that amount of the notes representing 
unreeovered cost (or other basis) of the property 
taxable income for 1927, when received, or is such 
excess taxable income only in proportionate 
amounts for the respective years in which the notes 
are paid? 

STATUTES AND REGULATIONS INVOLVED 

The applicable provisions of the statutes and 
regulations involved are set forth in the appendix,. 
infra, pp. 25-28. 

STATEMENT 

The petitioner, a Minnesota corporation with its 
principal office at Duluth, Minnesota (R. 3, 8), in 
1926 sold to the Brooks-Scanlon Lumber Company, 
a Minnesota corporation, 12,440 acres, more or less,, 
of timber land (R. 8, 17, 26). The land had been 
acquired by petitioner for resale rather than for 
operation and at the time of sale constituted the 
remainder of its assets (R. 8, 18, 22). The sale: 



I 


price as stipulated in the contract of s 41 e was 
$590,900, payable $100,000 cash at the time of sale 
and the balance in five equal annual instajllments 
of $98,180 each on May 1st of each year following 
(R. 8, 26-27). Thereafter the sale price was ad¬ 
justed to $588,838.02, the 1926 payments tq $121,- 
118.02 and the May 1,1927, payment to $75,(1)00, the 
last four installments remaining in th4 same 
amounts as provided for in the contract (R. 8-9, 
17, 54, 76, 79). The deferred payments, or install¬ 
ments, of the sale price were evidenced by five series 
of promissory notes made by the purchaser, 
Brooks-Scanlon Company, payable to the order of 
the petitioner, with interest at 5 percent per year 
payable annually (R. 8,27,47) .* The contract pro¬ 
vided that upon payment of the full sale price the 
petitioner should execute to the Brooks-Scanlon 
Company a warranty deed covering the property 
sold (R. 28). 

In making its tax return for 1926 the petitioner 
elected to report the profit on the sale upon the 
installment basis, including in that return as gross 
receipts the payments of $121,118.02 received in 
1926 (R. 9, 49, 54). The installment of $75,000 due 
on May 1,1927, was collected by the petitioner and 
reported on its 1927 tax return as gross receipts 
during that year from the sale (R. 9, 76, 79). j 

I 

I 

1 The figure of 6 percent appearing in the opiniop of the 
Board (R. 8) as the rate of interest payable on the deferred 
installments is obviously a typographical error or a mistake. 


i 

I 

i 

l 
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On December 6, 1927, the petitioner endorsed in 
blank the notes for the remainder of the sale price, 

consisting of four series of notes in the principal 
amount of $98,180 for each series or an aggregate 
of $392,720, and discounted or sold the same to the 
First National Bank of Minneapolis, receiving 
therefor the total sum of $403,882.93 in cash (R. 
9,19, 38-39). On December 21,1927, the petitioner 
delivered to the bank its warranty deed conveying 
the land to the Brooks-Scanlon Company, to be held 
in escrow for delivery to the Brooks-Scanlon Com¬ 
pany when the remainder of the notes representing 
the unpaid balance of the sale price were paid or 
taken up (R. 20, 39). All the proceeds received 
from the disposition of the notes, except a small 
amount retained to meet tax obligations and other 
expenses, were immediately distributed to the 
stockholders of the petitioner and entered on the 
books as advances (R. 9, 24, 39). All the notes 
as they became due were paid by the Brooks-Scan¬ 
lon Company, maker (R. 9, 24, 81). 

On its 1927 tax return the petitioner did not re¬ 
port any part of the proceeds received upon the 
disposition of the notes to the First National Bank, 
but continued in subsequent years to report the 
profit from the sale of the land upon the install¬ 
ment basis, including in its return for each year the 
amount of the notes as paid to the bank (R. 9, 63- 
79). Subsequent to 1927 the only activities of the 
petitioner have been to inquire from time to time 
about the payment of the notes by the maker and 


5 


I 

to prepare federal and state tax returns, and dur¬ 
ing such years the average operating expense of the 
petitioner totaled about $1,500 a year, consisting of 
license fees to certain states and audit expenses 
(R. 23-24). The respondent found that the profit 
realized by the petitioner upon the disposition of 
the installment notes to the bank on December 6, 
1927, was taxable income for 1927 and accordingly 
determined a deficiency in tax for that year in the 
amount of $19,005.60 (R. 6). The Board of Tax 
Appeals sustained the determination of the re¬ 
spondent (R. 10-11). 

i 

SUMMARY OF ARGUMENT 

The statute provides that the gain from the sale 
or other disposition of property shall be the excess 
of the amount realized therefrom over the cost or 
other basis of the same. “Gross income” is defined 
to include gains or profits derived from dealings 

i 

in property and from any source whatever. All 
gains or profits and income must be included in 
gross income for the taxable year in which received. 
The statute, however, authorizes the return of profit 
from the sale of real property upon the install¬ 
ment basis, where the initial payments do ;not ex- 
ceed one fourth of the purchase price. j 
In 1926 the petitioner sold real property and 
then received cash payments less than one fourth of 
the purchase price, the balance being payable in five 
annual installments (the last four ifi equal 
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amounts), for which five series of interest-bearing 
notes were taken. In May 1927 petitioner collected 
the first installment. In December 1927 petitioner 
sold the remaining notes, endorsed in blank, to the 
First National Bank of Minneapolis for cash. The 
cash received for the notes exceeded the cost there¬ 
of (the unextinguished cost or other basis of the 
land). 

The endorsement of the notes to the Bank for 
cash was not a loan, but was a sale of the notes by 
the petitioner. It would be a most unnatural thing 
to call such a transaction a loan. By the endorse¬ 
ment and transfer of the notes the petitioner finally 
disposed of all its interest therein and in the land 
for which they were taken. The liability of the 
petitioner upon the notes as endorser was only sec¬ 
ondary and contingent and could not suspend the 
finality of the sale or defer the receipt of the profit 
as taxable income beyond the year in which ac¬ 
tually received. Had the petitioner been forced to 
pay any part of the notes because of the default 
of the maker, it would have sustained a loss in the 
year of such payment. The profit derived from the 
sale, however, is taxable income for the year it was 
received and the taxation thereof may not be post¬ 
poned because of the possibility that a loss might 
have been sustained in a later year. It will be 
noted, moreover, that petitioner sustained no loss 
by reason of its contingent liability, for the notes 
were promptly paid by the maker at maturity. 
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The profit derived by petitioner upori the en¬ 
dorsement and transfer of the notes to the iBank for 
cash in December 1927 is taxable income | for that • 
year and the Board of Tax Appeals correctly so 
held. ! 

ARGUMENT 

Upon the endorsement in blank and transfer of the in¬ 
stallment notes by the petitioner to the bank pn Decem¬ 
ber 6, 1927, for cash the petitioner realized income 
taxable in full in 1927 

The only question in this ease is whethejr the pe¬ 
titioner derived or realized taxable income in 1927, 
when on Decemebr 6th of that year it endorsed in 
blank the notes of the Brooks-Scanlon Company, 
which represented the balance of the salej price of 
the timberland sold in 1926, and transferred the 
same to the First National Bank for cash. The 
petitioner contends that the notes were nqt sold to 
the Bank, but by virtue of its endorsement) the cash 
received upon the notes was a loan from the Bank 
to it, that since the sale of the land in 1926 was an 
installment sale the profit may be apportioned to 
the several installments and is taxable income to it, 
in proportionate amounts, only in the respective 
years in which the notes were paid by the maker. 

_ i 

The respondent contends that, although the land 
was sold upon the installment plan and the peti¬ 
tioner was entitled to report the profit for 1926 upon 
the installment basis, the transfer of the notes by 
endorsement to the Bank for cash in 1927 was a 

i 

i 
i 


j 

i 

i 

i 

i • 

i 
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sale thereof and the entire profit thereby derived or 
realized was taxable income for 1927. 

The statute provides that the gain derived from 
the sale or other disposition of property shall be the 
excess of the amount realized (i.e., any money re¬ 
ceived plus the fair market value of other property 
received) over the cost of the property or its March 
1,1913, value, if acquired prior to that date, and such 
value exceeds cost. Sections 202 (a) (c) and 204 
(a) (b). Gains, profits, and income derived from 
sales or dealings in property, growing out of the 
ownership or use of or interest therein, and income 
derived from any source whatever, are included in 
“gross income”, as defined, and the amount of all 
such gains, profits, and income must be included in 
the gross income for the taxable year in which re¬ 
ceived unless properly to be accounted for in some 
other year upon an authorized basis of accounting. 
Section 213 (a). The net income, which is the sub¬ 
ject of the tax and is defined as gross income less 
specifically authorized deductions (See. 212 (a)), 
must be computed upon the basis of the taxpayer’s 
annual accounting period and in accordance with 
its regular method of accounting if true net income 
is thereby clearly reflected. Section 212 (b). It is 
further provided, however, that in the case of a sale 
of real property, if the payments in cash or other 
property received during the taxable year (initial 
payments) do not exceed one fourth of the pur¬ 
chase price, the taxpayer may report the profit 


I 

therefrom upon the installment basis. Section 
212 (d). | 

The petitioner sold its timberland in 1926 to the 

i 

Brooks-Seanlon Company for the total price of 
$588,838.02, of which $121,118.02 was paid during 
the year and $75,000 was paid on May 1,1927. The 
balance of the purchase price was payable in four 
equal annual installments of $98,180 each, for which 
the purchaser executed four series of promissory 
notes payable to the order of the petitioner. On 
December 6,1927, the notes aggregating $392,720 in 
principal and bearing interest at 5 percent per 
year, were endorsed in blank by the petitioner to 
the Bank for $403,882.97 cash, the petitioner de¬ 
positing in escrow with the Bank a warranty deed 
to the land to be delivered to the purchaser upon 
payment of the notes. 

From these facts it is obvious that the sale in 
1926 was an installment sale of real property, for 

j 

the initial payments received during the year were 
less than one fourth of the total purchase price, and 

I 

under the statute the petitioner was entitled, and 
permitted, to report the profit for that year upon 
the installment basis. Similarly, the May 1, 1927, 
installment of $75,000 was returnable upon the in¬ 
stallment basis and had the petitioner retained the 
remaining installment notes there would halve been 

I 

no further income from the sale of the land 
returnable and taxable for 1927. 

The petitioner, however, after 1927 did riot con¬ 


tinue to hold the notes for the remaining 


install- 




ments due on the purchase price of the land. On 
December 6,1927, it endorsed the notes in blank and 
sold them to the Bank for cash. Those notes, taken 
by the petitioner as part consideration for the land, 
stood in the place of the land for which they were 
received and represented property in the hands of 
the petitioner to the same extent as the land itself. 
See Nichols v. Fearson, 7 Pet. 103,108-109, where it 
was said: 

But he who sells his lands or stock, and takes 
a note in payment, holds in his hands the rep¬ 
resentative of property; an entity to which 
the improvements of society have attached 
nearly all the rights and characteristics, in 
equity, at least, which were the acknowledged 
attributes of the property for which it was 
received. 

By the endorsement and transfer of the notes to 
the Bank the petitioner sold or otherwise disposed 
of property and received cash therefor. The 
amount of cash received in excess of the cost or 
other basis of the notes was a gain or profit and 
income derived or realized by the petitioner in 1927 
and under the plain language of the statute must 
be reported and taxed as income for that year. 2 

2 The amount of gain realized from the disposition of the 
notes, as determined by the respondent, is conceded by the 
petitioner, we understand (R. 9). Generally speaking, such 
gain is the amount of cash received in excess of the propor¬ 
tion of the notes representing the cost or other basis of the 
land not already returned to the petitioner through the 
installments previously collected. 



11 


It is wholly immaterial that the sale of the land 
in 1926 was an installment sale and the profit there¬ 
from for that year was properly returnable xjpon 

I 

the installment basis. The disposition of the re¬ 
maining installment notes in 1927 was another! and 
separate transaction and, although growing oikt of 
the original sale of 1926, is not affected by th4 na¬ 
ture of the earlier sale. Upon the endorsement of 
the notes to the Bank and the receipt of cash there¬ 
for by the petitioner it received payment inj full 
for its property and thereafter owned no interest 
therein. Upon receipt of the cash from the Bank 
for the notes the petitioner realized income from 
the sale or other disposition of property which is 
taxable for 1927, the year in which received. 

In Elmer v. Commissioner (C.C.A. 2d), decided 

I 

June 5, 1933, not yet reported, but may be fbund 
in 333 C.C.H., 8933, the taxpayer sold automobiles 
upon the installment plan. A small down payment 
in cash was made and the balance of the purchase 
price, payable over a period of about 18 months, 
was evidenced by a series of interest-bearing notes 
secured by a conditional sale contract reserving 
title in the seller. The taxpayer endorsed the notes 
to a finance company, assigning his interest in the 
contracts, and received therefor the face amount of 
notes, representing the unpaid purchase price, less 
certain charges, in cash. The taxpayer sought to 
report the profit on the sales upon the installment 
basis, contending that the amount received jfrom 


I 
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the finance company was a loan and the profit rep¬ 
resented by the notes was taxable as income in pro¬ 
portionate amounts only in the year in which the 
notes were paid by the purchaser. The court hold¬ 
ing that the endorsement and transfer of the notes 
to the finance company for cash was a sale, not a 
loan, and that the profit was taxable income in its 
entirety for the year in which the amount was 
received, said (pp. 8933-8934) : 

Such transactions are somewhat ambigu¬ 
ous and admit of definition as loans or sales 
on slight differences. If a merchant dis¬ 
counts his customer’s note at a bank, endors¬ 
ing it, but getting immediate credit for its 
discount value, it would be a most unnatural 
thing to consider it a loan from the bank. 
He remains liable if the customer defaults, 
but the collection is in the bank’s hands, and 
the transaction is closed in the absence of 
default. If, on the other hand, a merchant 
pledges his accounts to a “finance” company 
and collects them himself, paying the loan 
out of his collections, it is clearly a loan, and 

has alwavs been so considered. * * * 

«/ 

These transactions were different; the 
finance companies collected the notes them¬ 
selves, and, as we have said, if the customer 
did not default, the dealer had no more to do 
than if he had discounted his note with a 
bank. Nor was there any equity in the as¬ 
signed accounts for which the companies 
were responsible to the dealer; the full 
amount was paid, less a somewhat nebulous 


I 


j 

i 

I 
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“interest” charge, which gave the companies 
a profit of more than the interest on the cus¬ 
tomer’s note. * * * In any event, the 
dealer’s liability was only to pay what re¬ 
mained of the customer’s debt; he njever be¬ 
came liable for the original advance he had 
received. * * * It is possible,! as we 
have suggested, to construe these transac¬ 
tions in either way. We incline to Consider 
them as more nearly analogous to discounts, 
because they were closed transactions unless 
the customer defaulted, the dealer! having 
nothing to do with collection; because there 
was no equity to be remitted; because, 
though the dealer was to enforce the collat¬ 
eral, he may have done so as agent for the 
company, which remained entitled to! the pro¬ 
ceeds; and because he was never liable for 
the advances as such. 

The instant case is substantially on all folurs with 
the Elmer case. The fact that there the notes were 
endorsed and discounted with a finance company in 
the same year of the sale of the automobiles, while 
here the notes were endorsed and discounted with a 

i 

bank in the year following the sale of the! land, is 
not a material distinction. In this case, as in the 
Elmer case, the installment notes were endorsed to 
a third party and cash received therefor!, the en¬ 
dorser was liable, conditionally, to the endorsee or 

holder of the notes in the event the maker defaulted 

| 

but not otherwise. Here, as in the Elmer case, the 
notes were sold and the profit thereby realized was 

i 

i 

i 

j 

i 


! 
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taxable income for the year in which the cash for 
the notes was received. 

In Durarn Building Corp’n v. Commissioner 
(C.C.A. 2d), decided July 5,1933, not yet reported, 
but may be found in 333 C.C.H., 9104, it was held 
that the transfer by the taxpayer of installment 
notes of the purchaser of property, sold by the 
taxpayer on the installment plan, to a third party 
for the cancellation of a debt owing by the tax¬ 
payer, was a sale of the notes for cash or its equiva¬ 
lent and the gain thereby realized was taxable 
income for the year in which the notes were trans¬ 
ferred. In that case the notes were disposed of 
during the year the original property was sold 
and the Board of Tax Appeals had held that the 
amount received therefor should be included in the 
“initial payments”, which on that basis exceeded 
one fourth of the purchase price and precluded the 
use of the installment basis for reporting income. 
The court rejected the view of the Board that “ini¬ 
tial payments” include amounts received by the 
seller of property on the installment plan from 
third persons for installment obligations of the 
purchaser, but held, as stated above, that the profit 
realized upon the disposition of such installment 
obligations was income for the year in which the 
amount therefor is received. In this connection 
the court said (p. 9106) : 

To the extent that the purchase money notes 

and mortgages paid this debt the corpora- 
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tion is in the same position as if it hakl sold 
a portion of them for cash and used the cash 
to pay its debt. See Batcheller v. Commis¬ 
sioner, 19 B.T.A. 1050. On this disposal of 
the mortgage notes at face value in the 
amount of the debt, it realized a profit! which 
it must return for taxation. j 

I 

The decisions of the Board of Tax Appeals are 
to the same effect. Shubin et al. v. Commissioner, 
25 B.T.A. 792; W . F . Gillies v. Commissioner, 20 
B.T.A. 570 ;*j E. E. Chapman v. Commissioner, 19 
B.T.A. 878; W. H . Batcheller v. Commissioner, 
19 B.T.A. 1050; Packard Cleveland Motor \ Co. v. 
Commissioner, 14 B.T.A. 118; Grace T. Mytifiger v. 

i 

Commissioner, 4 B.T.A. 896. While the decisions 
of the Board in most eases involving the question 
have gone further and required that the amount re¬ 
ceived from third persons for installment obliga¬ 
tions of the purchaser be included in “initial pay- 

j 

ments”, when received during the year of sale of 
the original property, those cases are in entire ac¬ 
cord with the Elmer and Duram cases in holding 

| 

that the taxpayer realizes gain or profit u$on the 
disposition of installment notes or obligations 

i 

which is taxable income for the year in which the 

i 

notes or obligations are disposed of. j 

That the sale or other disposition of installment 
notes received in payment of property soldi on the 

i 

installment plan, as in the instant case, is a sepa¬ 
rate transaction from the original sale in connection 
with which the notes were received and is one giv- 
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ing rise to a taxable gain in the year of their dis¬ 
position, is expressly recognized by Section 44 (d) 
of the Revenue Acts of 1928 c. 852, 45 Stat. 791, 
and 1932 c. 209, 47 Stat. 169. Although those stat¬ 
utes do not govern the transaction here in question, 
which took place in 1927 and is controlled by the 
Revenue Act of 1926, it is believed that they ex¬ 
press the rule equally applicable under the general 
provisions of the earlier act. See Duram Build¬ 
ing Corp’n v. Commissioner, supra, where it was 
said (p. 9105) : 

Moreover, when the vendor disposes of the 
purchaser’s notes he enters into a separate 
transaction with a third party which may 
itself result in profit or loss. See Alworth- 
Washburn Co. v. Commissioner, 25 B.T.A. 
140. This is expressly recognized by sec¬ 
tion 44d of the Revenue Act of 1928. 26 
U.S.C.A., sec. 2044. That statute, of course, 
is not controlling as to the petitioner’s trans¬ 
actions in 1926; but we view it as merely an 
express recognition of what was equally true 
under the 1926 Act by reason of the general 
provisions (section 202-204) with respect to 
the sale of property by a taxpayer. Com¬ 
pare Meagher v. Com’r, 20 B.T.A. 68, 72; 
Va. Beach Corp. v. ComW, 23 B.T.A. 1170, 
1175. Therefore, as we interpret section 
212(d), the privilege of reporting upon the 
instalment basis depends upon the trans¬ 
actions between the vendor and purchaser of 
the land during the taxable period; it is not 
made conditional upon what disposition the 
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vendor may make of the purchaser’s evi¬ 
dences of indebtedness by transactions with 
third parties during the taxable period in 
which the land was sold. Such trahsaetions 
are separate and independent and will them¬ 
selves be the basis for a return of profit or 
loss. | 

j 

It will be noted that the court there cites the 
Board’s decision in the instant case with japparent 
approval. 

The petitioner argues that the transfer of the 
notes to the Bank was not a sale thereof j but that 
the amount received from the Bank was A loan ad- 

I 

vanced upon its endorsement of the notes. The 
argument is predicated upon the proposition that 

the endorsement itself imports a loan, as does the 

! 

statement that the notes were discounted by the 
Bank, and in support thereof the petitioner cites a 
number of cases involving the question whether the 
rate at which a note endorsed by the payee was dis- 

I 

counted was prohibited by the usury j statutes. 
Although the opinions of the courts in those cases 
contain general statements which lend some sup¬ 
port to petitioner’s contention, it must be borne in 
mind that the courts had under consideration 
whether the particular transactions wete in fact 
loans and in contravention of the statutes against 

I 

usury. | 

We do not believe that the decisions cah be taken 

I 

to hold that every endorsement and discount of a 
note is per se a loan, for neither the terrja endorse - 


i 
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ment nor the term discounted necessarily implies a 
loan from the endorsee to the endorser. The en¬ 
dorsement of a note is a separate contract or under¬ 
taking by which the owner of the debt evidenced 
by the note transfers title thereto. It is but a con¬ 
ditional or provisional contract in the nature of a 
guaranty and may be no more than a sale of the 
note evidencing the debt, which is property. Nich¬ 
ols v. Fearson, supra. The contract of the endorser 
is that he will pay the note to the holder if not paid 
by the maker at maturity. Franklin v. Browning, 
117 Fed. 226, 227 (C.C.A. 8th). Likewise the term 
discounted is equally applicable to a purchase of a 
note at a discount, i.e., for a sum less than its face, 
as to a loan the interest upon which is taken in ad¬ 
vance. Danforth v. National State Bank of Eliza¬ 
beth, 48 Fed. 271, 274 (C.C.A. 3d). Without more, 
it cannot be said that in all cases the endorsement 
and discount of a note necessarily is a loan from the 
endorsee to the endorser. A sale is the transfer of 
property for a price in money, whereas a loan of 
money is a contract whereby one party receives a 
sum of money from another and agrees to repay ab¬ 
solutely such sum together with an additional 
amount for its use. In re Grand Union Co., 219 
Fed. 353,356 (C.C.A. 2d). A brief reference to the 
record in this case will demonstrate that the cash 
paid to the petitioner for the notes was not a loan 
but the transaction was essentially a sale. 

The petitioner endorsed the notes in blank and 
thereby transferred absolute title thereto to the 
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Bank. That the parties themselves so understood 
the transaction is evidenced by the testimony of 
petitioner’s witness that the notes belonged to the 
Bank and petitioner was on the notes oply as en¬ 
dorser (R. 21). Although the witness alscj said that 
petitioner could have made arrangements to take 
the notes if agreeable to the Bank, it is!apparent 
that such testimony means nothing more jthan that 
the petitioner might have been able to repurchase 
the notes at a price agreeable to the Ban# (R. 21). 
The witness also said that bills discounted means 
the same thing in banking parlance as loans made 
(R. 19), and that so far as the bank was Concerned 
the transaction would be identical whether the pe- 
titioner gave its own note with the other notes as 
collateral or, as was actually done, endorsed the 
purchaser’s notes to the bank (R. 20). Such testi¬ 
mony can mean only that the bank wopld in the 
latter event demand payment of the petitioner if the 
maker defaidted, for it is obvious that the two un¬ 
dertakings are not identical. On its own note the 
petitioner would be primarily and absolutely liable 
to repay the amount received at maturity, whereas 

I 

on its endorsement of another’s notes the petitioner 
would be only secondarily or conditionally liable to 
pay the bank if the maker did not. 

The witness himself recognized this distinction 
when he said that “if the notes had not jbeen paid 
the bank would have looked for paymeht to the” 
petitioner (R. 20). The witness further pointed 
out that if a loan had been made to petitioner, in- 
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stead of discounting the notes of the purchaser en¬ 
dorsed by petitioner, the bank would have had a 
note signed by the petitioner, but in this instance 
they had no note of the petitioner—only Brooks- 
Scanlon notes endorsed (R. 21). It was also testi¬ 
fied that the amount of the notes would not have 
been applied to petitioner’s line of credit, as in the 
case of a loan, because it was the obligation of 
another person (R. 22). Finally, the resolution of 
the directors of the petitioner authorizing, ratify¬ 
ing and confirming the disposition of the notes in 
question shows that the petitioner knew it was mak¬ 
ing a sale of the notes and was not obtaining a loan 
(R. 37-40). It is also significant that although the 
principal amount of the notes aggregated only 
$392,720, the petitioner received from the Bank 
$403,882.93 therefor, which seems to negative a loan 
on discount and is more consistent with a sale of 
the interest-bearing notes for an agreed price. 
Moreover, all of the proceeds, except a small 
amount retained for certain tax obligations (was 
immediately distributed to the stockholders. 

The fact that the petitioner set up on its books 
the distributions to stockholders as advances and 
made other entries on its records of the notes as 
a liability offset by the same amount as receivables, 
cannot be considered determinative of the charac¬ 
ter of the transaction disposing of the notes. The 
books are at best merely evidential and are neither 
indispensable nor conclusive—the actual facts must 
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control. Boyle v. Mitchell Bros. Co., 247 tJ.S. 179, 
187. Nor is it at all material that the petitioner 
continued its corporate existence after the notes 
were sold and incurred minor expenses without de¬ 
riving income against which to offset such expenses, 
for it is not uncommon for a taxpayer ,to incur 
expenses or sustain losses and derive no benefit 
therefrom by way of tax reduction, because of the 
absence of income from which to deduct the same. 
The facts in this case show that the receipt of cash 
by petitioner for the notes endorsed anfi trans¬ 
ferred to the Bank in 1927 was not a loanj but was 

A 

a sale of the notes by the petitioner to the Bank. 

\ * 

As said by the court in Elmer v. Commissioner, 
supra — 

If a merchant discounts his customer’s note 

I 

at a bank, endorsing it, but getting im¬ 
mediate credit for its discount falue, it 
would be a most unnatural thing to consider 
it a loan from the bank. He remains liable 
if the customer defaults, but the collection 
is in the bank’s hands, and the transaction 
is closed in the absence of a default. 

The position of the petitioner is nothing more 
than an attempt to postpone the taxation of the 
gain derived in 1927 from the disposition of the 
notes upon the ground that because of its endorse¬ 
ment it was liable for the repayment of the amount 

of the notes if the maker, Brooks-Scanl<i>n Com- 

| 

pany, defaulted. The petitioner’s liability upon its 
endorsement, however, was only contingent or eon- 


I 



ditional, as heretofore pointed out. Until the 
maker defaulted petitioner could incur no loss. 
Notwithstanding such liability, the fact remains 
that the petitioner sold and transferred the notes 
to the Bank. Thereby the petitioner disposed of 
all its interest in the property, the notes as well as 
the land for which they were given, and received 
therefor payment in full. The transaction was 
then closed and to the extent that the cash received 
represented profit the petitioner derived taxable 
income. The finality of the transaction was not 
suspended and the receipt of taxable income there¬ 
from was not deferred or postponed by the possi¬ 
bility that the petitioner at some future date might 
be held accountable upon its contingent liability. 
The petitioner might have sustained a loss if the 
Brooks-Scanlon Company defaulted in payment 
and it had to pay the notes, but the gain was derived 
and taxable income was received by the petitioner 
in 1927 when it disposed of the notes and received 
payment. 

It must be regarded as settled that gain or in¬ 
come is taxable in the vear in which received, al- 
though the right thereto may be disputed and even 
though there exists some liability by reason of which 
a loss may be sustained or there may have been 
or may be incurred or sustained expenses or losses 
in some other year in connection with the earning 
of such income. See North American Oil Consoli¬ 
dated v. Burnet, 286 U.S. 417; Burnet v. Sanford & 
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Brooks Co., 282 U.S. 359; Fawsett v. Commissioner, 
63 F. (2d) 445 (C.C.A. 7th), petition for certiorari 
now pending; Clemmons v. Commissioner, 54 F. 
(2d) 209 (C.C.A. 5th) ; Ford v. Commissioner, 51F. 
(2d) 206 (C.C.A. 6th), certiorari denied, 284 U.S. 
666 ; Board v. Commissioner, 51 F. (2d) 73 t (C.C.A. 
6th), certiorari denied, 284 U.S. 658; Commissioner 
v. Moir, 45 F. (2d) 356 (C.C.A. 7th). 

These cases establish the principle that | a trans¬ 
action otherwise closed is not uncompleted and that 

, | 

the receipt of income is not postponed or deferred 
for purposes of taxation beyond the year in which 
it is actually received, merely because there exists 
some potential liability which may give rise to a 
loss or because some loss or expense incident there¬ 
to may be or may have been sustained or incurred 

j 

in some other year. 

I 

The instant case, we submit, clearly is controlled 
by this principle. In December 1927 the petitioner 
finally disposed of the notes, and thereby all its in¬ 
terest in the land, and received in payment there¬ 
for cash in an amount exceeding the cost of the notes 
(the unextinguished remainder of the cost or other 
basis of the land). The excess amount so received 
manifestly is income under the statute which is tax¬ 
able in 1927, the year in which received jnotwith- 
standing a loss might be sustained at a later date by 
reason of its liability as endorser. Ha4 it been 
forced to pay the Bank any amount on its endorse- 

I 

ment, by reason of the default of Brooks-Scanlon 


I 

I 


I 


I 

i 


I 
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Company, the resulting loss, if any, would be de¬ 
ductible in the year such payment was made, but 
until it paid the notes, in whole or in part, it sus¬ 
tained no loss. See North American Oil Consoli¬ 
dated v. Burnet, supra; Burnet v. Huff, 288 U.S. 
156; Eckert v. Burnet, 283 U.S. 140. It should be 
noted, however, that the petitioner sustained no 
loss on the notes by reason of its liability as en¬ 
dorser, for it was not required at any time to pay 
any amount thereon. The notes were promptly 
paid at maturity by the maker, Brooks-Scanlon 
Company. 

CONCLUSION 

The decision of the Board of Tax Appeals is 
correct and should be affirmed. 

Respectfully submitted. 

Pat Malloy, 

Assistant Attorney General. 
Sewall Key, 

John MacC. Hudson, 
Special Assistants to the Attorney General. 

E. Barretty Prettyman, 

General Counsel, 

Bureau of Internal Revenue, 

A. H. Fast, 

Special Attorney, 

Bureau of Internal Revenue, 

Of Counsel. 
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APPENDIX 

i 

l 

Statutes and Regulations Involved 

REVENUE ACT OF 1926, C. 27, 44 STAT. 9 

Sec. 202. (a) Except as hereinafter provided in 
this section, the gain from the sale or other disposi¬ 
tion of property shall be the excess of the amount 
realized therefrom over the basis provided in sub¬ 
division (a) or (b) of section 204, and the loss shall 
be the excess of such basis over the amount realized. 

* * * * * 

_ | 

(e) The amount realized from the sale or other 

disposition of property shall be the sum of any 
money received plus the fair market value of the 
property (other than money) received.! * * * 
U.S.C. App., Title 26, Sec. 933.) j 

Sec. 204. (a) The basis for determining the gain 
or loss from the sale or other disposition of prop¬ 
erty acquired after February 28,1913, shall be the 
cost of such property; * * * j 

* * * * * 

! 

(b) The basis for determining the gain or loss 
from the sale or other disposition of property ac¬ 
quired before March 1, 1913, shall be (A!) the cost 
of such property (or, in the case of such property 
as is described in paragraph (1), (4), Or (5), of 
subdivision (a), the basis as therein provided), or 
(B) the fair market value of such property as of 
March 1,1913, whichever is greater. In determin¬ 
ing the fair market value of stock in a corporation 

(25) i 


I 

j 
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as of March 1, 1913, due regard shall be given to 
the fair market value of the assets of the corpo¬ 
ration as of that date. * * * (U.S.C.App., 
Title 26, Sec. 935.) 

Sec. 212. (b) The net income shall be computed 
upon the basis of taxpayer’s annual accounting 
period (fiscal year or calendar year, as the case may 
be) in accordance with the method of accounting 
regularly employed in keeping the books of such 
taxpayer; but if no such method of accounting has 
been so employed, or if the method employed does 
not clearly reflect the income, the computation shall 
be made in accordance with such method as in the 
opinion of the Commissioner does clearly reflect 
the income. * * * 

* * * * * 

(d) Under regulations prescribed by the Com¬ 
missioner with the approval of the Secretary, a 
person who regularly sells or otherwise disposes of 
personal property on the installment plan may re¬ 
turn as income therefrom in any taxable year that 
proportion of the installment payments actually 
received in that year which the total profit realized 
or to be realized when the payment is completed, 
bears to the total contract price. In the case (1) 
of a casual sale or other casual disposition of per¬ 
sonal property for a price exceeding $1,000, or (2) 
of a sale or other disposition of real property, if in 
either case the initial payments do not exceed one 
fourth of the purchase price, the income may, 
under regulations prescribed by the Commissioner, 
with the approval of the Secretary, be returned on 
the basis and in the manner above prescribed in this 
subdivision. As used in this subdivision the term 
■“initial payments” means the payments received in 



27 


cash or property other than evidences of indebted¬ 
ness of the purchaser during the taxable period in 
which the sale or other disposition is made 
(U.S.C. App., Title 26. Sec. 953). 

Sec. 213. For the purposes of this titte, except 
as otherwise provided in section 233— j 

(a) The term “gross income” includes gains,, 
profits, and income derived from * * j* deal¬ 
ings in property, whether real or personal, growing 
out of the ownership or use of or interest! in such 
property; * * * or gains or profits and income 

derived from any source whatever. The amount of 
all such items shall be included in the gross income 
for the taxable year in which received by the tax¬ 
payer, unless, under methods of accounting permit¬ 
ted under subdivision (b) of section 212, &ny such 

amounts are to be properly accounted for as of a 
different period. * * * (U.S.C.App., Title 26,. 

Sec. 954.) i 

Sec. 232. In the case of a corporation subject to 
the tax imposed by section 230 the term “net in¬ 
come” means the gross income as defined ip section 
233 less the deductions allowed by section^ 234 and 
206, and the net income shall be computed on the 
same basis as is provided in subdivisions (b) and 
(d) of section 212 or in section 226. * * * 
(U.S.C.App., Title 26, Sec. 984.) 

Sec. 233. (a) In the case of a corporatiop subject 
to the tax imposed by section 230 the terln “gross 
income” means the gross income as defined in sec¬ 
tions 213 and 217, except that mutual marine in¬ 
surance companies shall include in gross income 
the gross premiums collected and received! by them 
less amounts paid for reinsurance * * * j (U.S.C- 
App., Title 26, Sec. 985). ! 

| 

| 

| 

i 
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TREASURY REGULATIONS 69 

Art. 31. What included in gross income .—Gross 
income includes in general * * * profits from 

sales of and dealings in property, * * * and 
gains, profits, and income derived from any source 
whatever, unless exempt from tax by law. * * * 


e.S. GOVERN MENT PRINTING OFFICE : 1933 






